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OFFICE  OF  THE  SECRETARY 
WASHINGTON,  D.C.     20240 


MAY      7  1992 


Ssffs— 


Honorable  Sidney  R.  Yates 
Chairman,  Subcommittee  on 

Interior  and  Related  Agencies 
Committee  on  Appropriations 
House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

Pursuant  to  a  directive  in  the  Conference  Report  on  the 
FY  1992  Interior  and  Related  Agencies  Appropriations  Act,  we 
submit  the  enclosed  Grazing  Fee  Review  and  Evaluation  Update 
of  the  1986  Report.   The  updated  report  should  be  used  with 
caution  for  purposes  of  reviewing  grazing  fees. 

The  highlights  that  precede  the  report  qualify  a  number  of 
the  report's  findings.   Specifically,  the  "mass  appraisal" 
technique  for  establishing  the  fair  market  value  for  public 
lands  grazing  was  the  subject  of  controversy  in  the  1986  report, 
and  is  likely  to  be  so  in  this  version.   For  this  reason  the 
updated  data  axe  unlikely  to  resolve  that  issue. 

The  report  was  prepared  with  the  full  participation  of  the 
Department  of  the  Interior's  Bureau  of  Land  Management 
and  the  Department  of  Agriculture's  Forest  Service,  the 
Economic  Research  Service  and  the  National  Agricultural 
Statistics  Service. 

The  Office  of  Management  and  Budget  has  no  objection  to  the 
submission  of  the  updated  report  to  Congress. 

A  similar  letter  is  being  sent  to  the  Honorable  Robert  C.  Byrd, 
Chairman,  Committee  on  Appropriations,  United  States  Senate. 

Sincerely, 


David  C.  O'Neal 
Assistant  Secretary,  Land 
and  Minerals  Management 
Department  of  the  Interior 


hn  Beuter 

ting  Assistant  Secretary, 
Natural  Resources  and 
nvironment 
Department  of  Agriculture 
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Honorable  Robert  C.  Byrd 
Chairman,  Subcommittee  on 

Interior  and  Related  Agencies 
Committee  on  Appropriations 
United  States  Senate 
Washington,  D.C.   20510 

Dear  Mr.  Chairman: 

Pursuant  to  a  directive  in  the  Conference  Report  on  the 
FY  1992  Interior  and  Related  Agencies  Appropriations  Act,  we 
submit  the  enclosed  Grazing  Fee  Review  and  Evaluation  Update 
of  the  1986  Report.   The  updated  report  should  be  used  with 
caution  for  purposes  of  reviewing  grazing  fees. 

The  highlights  that  precede  the  report  qualify  a  number  of 
the  report's  findings.   Specifically,  the  "mass  appraisal" 
technique  for  establishing  the  fair  market  value  for  public 
lands  grazing  was  the  subject  of  controversy  in  the  1986  report, 
and  is  likely  to  be  so  in  this  version.   For  this  reason  the 
updated  data  are  unlikely  to  resolve  that  issue. 

The  report  was  prepared  with  the  full  participation  of  the 
Department  of  the  Interior's  Bureau  of  Land  Management 
and  the  Department  of  Agriculture's  Forest  Service,  the 
Economic  Research  Service  and  the  National  Agricultural 
Statistics  Service. 

The  Office  of  Management  and  Budget  has  no  objection  to  the 
submission  of  the  updated  report  to  Congress. 

A  similar  letter  is  being  sent  to  the  Honorable  Sidney  R.  Yates, 
Chairman,  Subcommittee  on  Interior  and  Related  Agencies,  Committee 
on  Appropriations,  House  of  Representatives. 

Sincerely, 


David  C.  O'Neal 
Assistant  Secretary,  Land 
and  Minerals  Management 
Department  of  the  Interior 


hn  Beuter 

ting  Assistant  Secretary, 
Natural  Resources  and 
nvironment 
Department  of  Agriculture 
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HIGHLIGHTS  OF  KEY  ISSUES  AND  MAJOR  COMMENTS 

A  preliminary  draft  of  the  updated  grazing  fee  report  was 
reviewed  by  the  livestock  industry,  conservation  groups,  and 
other  interested  and  affected  parties.   These  reviews  generated  a 
number  of  comments  (included  as  attachments  to  the  report)  and 
presented  some  key  issues.   These  key  issues  and  the  major 
comments  are  highlighted  below. 

This  updated  report  did  not  attempt  to  introduce  new 
methodologies" or  new  analyses  that  were  beyond  that  presented  in 
the  original  1986  report. 

The  grazing  fee  has  been  the  subject  of  intense  controversy  for 
many  years.   There  have  been  some  new  developments  and  some  of 
the  data  have  changed,  but  the  controversy  continues. 

Significance  of  Federal  Land  Forage. 

An  issue  has  been  raised  concerning  the  information  in  the 
updated  report  that  Federal  land  forage  provides  2  percent  of  the 
total  feed  (forage,  fed  hay,  and  grain)  consumed  by  beef  cattle 
in  the  contiguous  United  States.   In  the  comments  it  is  contended 
that  this  may  understate  the  importance  of  public  land  forage. 
Data  are  offered  that  indicate  that  Federal  land  may  contribute 
as  much  as  9  percent  of  the  Nation's  beef  supply.   This  is  based 
on  the  interpretation  that  9  percent  of  the  Nation's  beef  supply 
spend  at  least  part  of  their  time  on  Federal  lands. 

This  approach  to  measuring  significance  is  relevant  since  the 
Federal  lands  provide  seasonal  forage  vital  to  rounding  out  the 
yearly  feed  supply  for  the  entire  herd.   The  updated  report 
recognizes  this  fact  and  provides  the  information  that  "about 
one-third  of  the  beef  cattle  in  the  11  Western  States  graze  at 
least  part  of  the  year  on  public  rangelands."  Data  on  the 
percentage  of  time  that  livestock  spend  on  Federal  lands  in 
selected  States  are  presented  as  well. 

Size  Of  Livestock  Operations  Using  Federal  Lands. 

There  is  an  issue  of  whether  livestock  grazing  on  public  lands 
may  benefit  primarily  large  operators.   From  1982  to  1990,  there 
has  been  an  overall  decrease  of  4,500  in  the  number  of  permittees 
using  Federal  lands  and  a  relative  increase  in  the  size  of 
operations.   However,  it  should  be  noted  that  90  percent  of 
Bureau  of  Land  Management  (BLM)  permittees  and  81  percent  of 
Forest  Service  (FS)  permittees  remain  medium-  to  small-size 
family  operations. 


Cost  of  the  Range  Management  Program. 

There  are  two  basic  approaches  to  calculating  the  cost  per  Animal 
Unit  Month  (AUM)  of  the  livestock  grazing  program.   Figure  1.3  in 
the  updated  report  shows  the  cost  per  AUM  calculated  on  the  basis 
of  allocating  all  range  management  appropriations  to  the 
livestock  grazing  program.   For  the  FS,  this  cost  is  $3.24  per 
AUM  and  for  the  BLM  it  is  $3.21  per  AUM. 

Figure  1.4  shows  cost  per  AUM  calculated  on  the  basis  of 
allocating  only  that  portion  of  the  appropriated  range  management 
funds  that  are  directly  attributable  to  the  livestock  grazing 
program.   Each  agency  used  a  field  assessment  of  range  management 
costs  "with"  and  "without"  livestock  grazing  to  estimate  the 
amount  attributed  specifically  to  grazing  permit  administration, 
for  example. 

In  the  1986  fee  report,  the  BLM  prepared  a  "with"  and  "without" 
livestock  grazing  cost  analysis.  The  FS  has  added  this  analysis 
to  the  updated  report.   The  BLM's  original  approach  was  adjusted 
and  the  two  agencies  are  now  consistent  in  their  approach  to 
calculating  cost  per  AUM  for  the  livestock  grazing  program  only. 
For  the  FS  this  cost  is  $2.40  per  AUM  and  for  the  BLM  it  is  $2.18 
per  AUM. 

Appraised  Market  Value  of  Grazing  on  the  Public  Rangelands. 

The  appraisal  of  the  market  value  of  grazing  public  rangeland  was 
the  most  controversial  aspect  of  the  1986  fee  report.  As  the 
comments  illustrate,  the  update  has  been  criticized  as  well,  by 
western  university  economists  and  others.   Some  of  the  key  points 
of  their  criticism  are: 

1.  There  was  a  failure  to  collect  the  dollar  amount  of  "onsite 
factors,"  such  as  maintenance,  investments,  and  services  on 
both  private  leases  and  public  permits. 

2.  Lease  data  are  inappropriately  analyzed  (e.g.,  by  averaging 
the  price  file  data  of  the  categories  of  leases) ,  data  are 
arbitrarily  excluded  (e.g.,  by  clipping  (removing)  the  very 
high  and  very  low  priced  leases)  and  inadequate  statistical 
analysis  was  used  to  isolated  factors  affecting  value  (e.g., 
by  using  least  squares  formulas  for  sampling  the  statistical 
difference  in  the  factors  that  affect  value) . 

3.  There  is  a  lack  of  sound  data  base  and  analysis  for 
concluding  that  only  adjustments  from  the  private  land  lease 
rate  of  5  percent  for  "conditions  of  use"  and  10  percent  for 
"prepayment"  were  appropriate.   The  5  percent  adjustment  for 
each  pricing  area  was  arbitrarily  applied  because  the  5 
percent  was  determined  through  a  comparison  of  average 
westwide  values. 


4.  There  is  not  a  sufficient  basis  to  conclude  that  adjustments 
for  factors  such  as  size,  water  distribution,  animal  type, 
and  location  are  not  necessary,  merely  because  study  of  the 
price  data  did  not  show  any  difference.   Had  a  more  advanced 
statistical  technique  been  used,  a  difference  may  have  been 
isolated. 

5.  In  updating  the  appraised  values,  there  was  an  insufficient 
sample  of  leases  on  which  to  draw  valid  conclusions. 

Agency  appraisers  and  the  private  appraisers  that  reviewed  the 
1983  appraisal  and  updated  the  appraised  values  respond  to  these 
concerns  as  follows: 

1.  The  mass  appraisal  technique  analyzes  the  market  to 
determine  the  factors  that  affect  value  and  establish  fair 
market  rental  value.   To  the  extent  that  it  can  be 
determined  that  certain  factors  affect  value  and  that  these 
factors  are  not  comparable  between  private  and  public 
leases,  adjustments  are  made.   The  mass  appraisal 
methodology  does  not  directly  quantify  the  cost  differences 
in  maintenance,  for  example.   It  attempts  to  discover 
whether  there  is  a  difference  reflected  in  the  market  price 
for  maintenance.   Using  this  methodology,  no  discernible 
difference  was  found  for  any  factors  except  for  "conditions 
of  use"  and  "prepayment." 

2.  The  conclusions  that  adjustments  of  5  percent  for 
"conditions  of  use"  and  10  percent  for  "prepayments"  are 
based  on  both  analyses  undertaken  by  the  appraisers  and 
their  professional  judgment.   Although  statistical  analysis- 
was  applied,  the  conclusions  are  not  a  direct  product  of 
this  analysis  alone.   Professional  judgment  enters  in  as 
well,  such  as  concluding  that  some  factors  present  on 
private  lands  tend  to  offset  other  factors  present  on  public 
lands . 

In  the  experience  of  the  BLM  and  the  FS,  establishing  a  market 
value  for  the  grazing  of  livestock  on  thousands  of  public  land 
tracts  is  inherently  difficult  for  several  reasons: 

1.   There  is  enormous  variation  in  the  price  of  livestock  forage 
in  the  Western  United  States.   The  1983  appraisal  discovered 
private  land  lease  rates  ranging  from  $65  to  5  cents  per 
head  per  month.   There  is  probably  as  much  variation  in  the 
market  value  of  public  land  forage. 


2.  Unlike  the  market  for  wheat,  for  example,  the  market  for 
livestock  forage  is  not  well  developed,  is  imperfect,  and 
exhibits  a  host  of  special  factors  that  can  affect  values. 
The  market  is  also  restricted  due  to  such  factors  as  base 
property  requirements. 

3.  There  are  "conditions  of  use"  on  public  land  permits  that 
are  not  comparable  to  any  situation  on  private  leases. 
Although  there  are  public  land  tracts  leased  competitively 
where  "conditions  of  use"  are  comparable,  the  market  is  thin 
and  not  representative  of  the  full  range  of  circumstance*  on 
public  lands. 

Two  major  attempts  have  been  made  to  deal  with  these  problems  and 
to  establish  the  market  value  of  livestock  forage  on  public 
lands:   the  1966  Western  Livestock  Grazing  Survey  (WLGS)  and  the 
1983  mass  appraisal  approach.   The  WLGS  used  a  preplanned 
statistical  sampling  "economic"  approach  and  explicitly  accounted 
for  the  nonfee  cost  differences  to  operators  who  lease  public 
lands  as  opposed  to  private  lands.  A  market  value  of  $1.23  per 
AUM  was  estimated.   The  mass  appraisal  gathered  transactions  data 
on  close  to  the  entire  populations  of  private  leases  and  drew  its 
conclusions  based  on  a  study  of  the  data  and  on  professional 
judgment. 

It  should  be  noted  that  in  these  circumstances  the  conclusions 
concerning  market  value  are  meant  to  be  general  values.   They 
must  represent  the  value  of  all  grazing  throughout  a  large  area. 
The  $1.23  was  an  estimate  of  the  average  value,  westwide. 
Similarly,  the  appraised  values  represent  estimates  of  the  rental 
of  a  typical  public  land  grazing  unit  within  each  pricing  area. 
Although  the  $4 . 68  per  head  month  in  price  area  5  is  a  precise 
amount,  it  is  necessarily  an  approximation  when  applied 
throughout  this  large  area. 

The  "mass  appraisal"  and  "statistical  economic"  approaches  each 
have  their  strengths  and  weaknesses.   This  is  apparent  when 
attempts  are  made  to  apply  them  to  valuation  of  public  land 
grazing  in  the  entire  Western  United  States. 

Wet  Returns  of  Livestock  Operations  Using  Public  Land. 

While  figures  5.3  and  5.4  show  an  increase  from  1982  to  1990  in 
net  returns  of  livestock  operations  using  public  land,  the 
following  factors  are  relevant  to  the  interpretation  of  the  data: 

1.  The  increases  were  calculated  through  indexing;  no  new 
surveys  were  conducted. 

2.  Beef  cattle  prices  were  high  in  1990,  peaked  in  1991,  and 
are  now  on  a  downward  trend  (see  figure  3.9). 


3.  Significant  indebtedness  was  incurred  in  years  of  low 
livestock  prices.   With  the  current  higher  prices,  operators 
are  now  able  to  retire  some  of  this  debt. 

4 .  The  debt-to-asset  ratio  used  to  calculate  interest  cost  in 
1982  and  in  the  updated  report  was  for  the  entire  western 
livestock  industry.   The  ratio  decreased  from  20  percent  to 
10  percent.   It  is  assumed  that  public  land  permittees  have 
had  a  similar  decrease  in  their  debt-to-asset  ratio; 
however,  a  survey  specific  to  permittees  would  be  needed  to 
verify  this. 

Revenue  Projections. 

In  figure  6.1,  revenues  are  projected  on  the  assumption  that  all 
AUM's  will  be  taken  at  the  fee  levels  of  $1.97  to  $4.85  per  AUM. 
This  may  not  be  fully  valid  because,  as  fees  increase  toward  the 
$4.85  level,  there  may  be  some  decrease  in  AUM's  taken.  Revenue 
cannot  be  projected  with  certainty  because  the  elasticity  of 
demand  for  public  land  forage  is  not  known. 

The  present  level  of  nonuse  and  the  allotment  vacancy  rate  may  be 
relevant  to  this  issue.   The  amount  of  nonuse  (i.e.,  the 
difference  between  the  amount  that  could  be  authorized  and  the 
actual  use)  is  about  18  percent.   This  nonuse  suggests  that  in 
some  cases  the  present  fee  is  higher  than  the  economic  value  of 
the  forage.   Some  allotments  may  be  vacant  because  it  is  not 
economical  to  use  them  at  any  price. 

Update  of  the  $1.23  Per  AUM  Public  Range lands  Improvement  Act 
(PRIA)  Base  Value. 

The  update  of  the  $1.23  per  AUM  PRIA  base  value  resulted  in  a 
value  of  $2.95  per  AUM.   This  value  was  derived  by  indexing  the 
nonfee  costs  of  leasing  public  land  grazing  as  compared  with 
leasing  private  land  grazing.   While  the  nonfee  costs  were 
recalculated  through  indexing,  the  levels  of  physical  inputs 
(e.g.,  maintenance)  were  assumed  to  remain  the  same. 

If  this  assumption  is  not  correct  (e.g.,  more  maintenance  is  now 
being  performed  on  public  permits  as  compared  to  private  leases) , 
then  the  updated  value  would  be  altered. 
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PREFACE 

MANDATE  FOR  THE  GRAZING  FEE  STUDY 

The  Public  Rangelands  Improvement  Act  (PRIA)  of  1978  (P.L.  95-514;  92  Stat. 
1803)  established  the  current  formula  for  determining  the  grazing  fee  to  be 
charged  on  public  rangelands  for  a  7-year  trial  basis  from  1978  through  1985. 
The  PRIA  required  the  Secretaries  of  the  Interior  and  Agriculture  to  report 
to  Congress  by  December  31,  1985,  "...  their  evaluation  of  the  fee 
established  in  Section  6  of  this  Act  [PRIA]  and  other  grazing  fee  options, 
and  their  recommendations  to  implement  a  grazing  fee  schedule  [system]  for 
1986  and  subsequent  grazing  years."  The  Secretaries  submitted  their  report 
in  February.  1986.   Since  the  PRIA  expired  in  1985.  the  PRIA  formula  has  been 
extended  through  Presidential  Executive  Order. 

Amendment  No.  221  to  the'1992  Appropriations  Bill  for  the  Department  of  the 
Interior -and  Related  Agencies  ( Forest  Service)  directs  the  Secretaries  of 
Agriculture  and  the  Interior  to  update  the  1986  Grazing  Fee  Review  and 
Evaluation  report.   The  updated  report  is  to  be  provided  no  later  than  April 
30.  1992.  to  the  Appropriations  committees  of  the  House  and  Senate,  the  House 
Interior  and  Insular  Affairs  Committee,  and  Senate  Committee  on  Energy  and 
Natural  Resources.  ' 

UPDATING  THE  1986  FEE  REPORT 

The  1986  Grazing  Fee  Report  documented;   m  the  relationship  of  livestock 
production  in  the  Western  States.  (2)    each  Agency's  cost  of  administering 
grazing  permits.  f3)  the  estimated  market  value  of  public  ranceland  grazing. 
(4)  an  evaluation  of  the  PRIA  fee  formula  and  technical  modifications  which 
could  be  made  to  the  PRIA  formula  and  retain  the  ability  to  pav/cost  of 
production  concept.  (5)   alternative  fee  systems,  and  (6)  the  economic  effects 
of  fee  system  options  on  grazing  permittees. 

In  updating  the  1986  Fee  Report,  the  Secretaries  and  the  involved  agencies 

agreed,  to; not  deviate  from  the  methodology  used  in  the  1986  report;  use 

statistically  acceptable  indexing;  and  where  possible,  update  report  data  to 
1990  values. — It  was  agreed  that  text  of  the  report  would  not  be  changed 
except  to  reflect  new  data  or  developments  since  1986.   The  Secretaries  also 
agreed  not  to  address  fee  policy  and  to  include,  with  the  updated  report, 
comments  from  the  public  lands  sector  of  the  Western  Livestock  industry  and 
other  interested  and  affected  parties. 

Changes  in  data  and  text  for  the  1986  report  have  been  highlighted  and/or 
underlined  to  facilitate  in  reading  and  understanding  of  this  update  report. 

A  copy  of  the  final  fee  report  may  be  obtained  from  the  Washington  Offices  of 
the  Forest  Service  or  the  Bureau  of  Land  Management  as  follows: 

Director  of  Range  Management  or    Chief,  Division  of  Rangeland  Management 
USDA-Forest  Service  USD I -Bureau  of  Land  Management 

Auditor's  Building  3  South  1849  C  Street,  N.W. 

P.O.  Box  96090  Washington,  D.C.   20240 

Washington,  D.C.   20090-6090 
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PART  1  -  BACKGROUND  FOR  GRAZING  FEE  STUDY 

CHAPTER  1.  INTRODUCTION 

The  U.S.  Department  of  Agriculture,  Forest  Service  (FS)  and  the  U.S. 
Department  of  the  Interior,  Bureau  of  Land  Management  (BLM)  administer 
livestock  grazing  on  approximately  307  million  acres  of  public  rangelands 
located  within  the  16  Western  States  covered  by  the  Public  Rangelands 
Improvement  Act  (PRIA)  of  1978.  About  57  percent  of  this  acreage  is 
administered  by  the  BLM  and  43  percent  by  the  FS.   (Maps  showing  the 
location  of  BLM  and  FS  rangelands  are  in  Appendix  B,  Figures  B.l  and  B.2.) 
Public  rangelands,  as  defined  in  the  PRIA,  are  those  lands  administered  by 
the  FS  or  the  BLM  within  the  16  Western  States.  Public  rangelands  are  also 
referred  to  as  Federal  rangelands  within  this  report  to  distinguish  them 
from  public  lands  which  are  leased  for  livestock  grazing  by  Other  Federal 
agencies  and  State  Governments. 

The  1980  Assessment  of  the  Forest  and  Rangeland  Situation  in  the  United 
States  documents  that  the  Western  States  have  about  70  percent  of  the 
forests  and  rangelands  in  the  48  contiguous  States,  but  they  provide  91 
percent  (720  million  acres)  of  the  total  public  and  private  range  grazed. 
The  public  rangelands  are  divided  into  more  than  30.000  allotments,  ranging 
in  size  from  less  than  40  acres  to  more  than  1  million  acres. 

HISTORICAL  BACKGROUND 

Grazing  Fees  and  Permit  System:  Fees  were  first  charged  by  the  FS  in  1906 
for  grazing  on  Forest  Reserves.  Fees  were  not  charged  on  public  domain 
lands  (which  later  became  the  lands  administered  by  the  BLM)  until  1936, 
two  years  after  the  passage  of  the  Taylor  Grazing  Act.  A  summary  of  the 
history  of  grazing  fees  on  the  BLM  and  the  FS  lands  is  shown  in  Appendix  B, 
Figure  B.4. 

Grazing  fees  for  the  BLM  and  the  FS  were  established  on  different  bases 
until  1969,  when  both  Agencies  implemented  a  fee  system  based  on  the 
Western  Livestock  Grazing  Survey  (WLGS)  of  1966.  The  value  determined 
through  the  1966  WLGS  was  $1.23  per  AUM.  The  goal  of  both  Agencies  was  to 
bring  their  fees  to  the  $1.23  level  in  10  years  by  a  series  of  10  equal 
adjustments,  while  at  the  same  time  adjusting  for  the  current  level  of 
private  grazing  land  lease  rates.  The  fee  system  lasted  from  1969  until 
the  passage  of  the  PRIA  in  1978.  Four  fee  moratoriums  occurred  in  this 
period  as  a  result  of  congressional  or  Executive  actions.  The  fee  system 
established  under  the  PRIA  was  the  first  to  be  legislated  by  the  Congress 
instead  of  being  established  by  the  Secretaries  of  Agriculture  and  the 
Interior. 

Grazing  use  on  the  public  rangelands  was  originally  established  on  the 
basis  of  prior  use.   Other  qualifications  which  evolved  from  laws  governing 
BLM  range  management  policy  and  FS  policy  currently  include:   (1)  ownership 
or  control  of  livestock  and  sufficient  base  ranch  property  to  provide  feed 
for  animals  during  the  time  they  are  not  grazed  on  public  rangelands,  and 
(2)  need  for  additional  grazing  to  round  out  yearlong  ranching  operations. 


The  FS  and  the  BLM  require  that  permittees  manage  livestock  to  conform  to 
prescribed  plans,  developed  in  consultation  with  permittees,  which  specify 
the  number  of  animals  to  be  grazed  and  the  period  during  which  grazing  can 
occur. 

Grazing  permits  or  leases  are  for  a  10-year  period.   Generally,  current 
holders  of  the  permits  have  first  priority  for  renewal. 

Western  Livestock  Industry:  Forest  Service  and  BLM  crazing  statistical 
records  showed  that  during  the  1990  grazing  year.  appr^yintat-piy  23.600 
farmers  and  ranchers  grazed  livestock  on  the  public  rangelands.  with  about 
14  percent  of  these  producers  grazing  livestock  on  both  FS  and  BLM  lands. 
These  farmers  and  ranchers,  when  compared  with  the  USDA  Cattle  Inventory 
report  represented  10  percent  of  the  240.300  livestock  producers  in  the  16 
Western  States  and  3  percent  of  the  932  thousand  cattle  operations  in  the 
48  contiguous  states.   In  1990.  20.2  million  AUM's  of  grazing  were 
permitted  on  public  lands  in  the  Western  States.   This  level  of  permitted 
use  represented  7  percent  of  the  48  contiguous  States  total  forage 
(pasture,  rangelands  and  crop  aftermath 1.  and  2  percent  of  the  total  feed 
( foraoe.  fed  hay  and  grain)  consumed  by  beef  cattle  in  the  contiguous 
States.   (An  Analysis  of  the  Range  Forage  Situation  in  the  United  States: 
1989-2040.  a  technical  document  supporting  the  1989  USDA  Forest  Service  RPA 
(Resource  Planning  Act!  Assessment  of  the  Forest  and  Rangeland  Situation  in 
the  United  States.  1989 \. 

The  distribution  of  beef  cattle,  beef  cattle  producers,  and  permittees  is 
Shown  on  Figure  1.1.   The  number  of  FS  animal  months  (AM's)  and  BLM  AUM's 
by  State  are  shown  in  Appendix  B,  Figure  B.6.  An  explanation  of  the 
conversion  factors  used  is  also  provided  in  Appendix  B,  Figure  B.6. 


Figure  1.1: 


Distribution  of  Beef  Cattle  and  Producers  in  the  United 
States.  1990 
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While  the  Western  States  do  not  dominate  the  Nation's  beef  cattle  industry, 
the  relationship  between  the  western  livestock  industry  and  the 
availability  of  public  range  is  important  both  regionally  and  locally 
(Clawson  and  Held,  1957).   The  availability  of  public  rangelands  helps 
promote  the  stability  of  family  farms  and  ranches.   The  availability  of 
public  range  forage  contributes  to  the  livelihood  of  full-time  operators 
who  are  substantially  dependent  on  it  for  livestock  forage.   For  part-time 
operators,  the  public  range  may  help  maintain  livestock  operations  that 
supplement  family  income.   In  many. western  communities,  livestock  farming 
and  ranching  operations  continue  in  their  traditional  role  of  providing  the 
primary  economic  base. 

The  importance  of  public  range  also  varies  by  the  type  of  animal  being 
grazed.   Nearly  half  the  sheep  producers  who  own  more  than  2,500  head  of 
sheep  use  public  range,  which  provides  about  42  percent  of  their  annual 
forage  requirements.  An  Analysis  of  the  Range  Forage  Situation  in  the 
United  States;  1989-2040.  fa  technical  rini-nment  supporting  the  1989  USDA 
Forest  Service  RPA  (Resource  Planning  Act)  Assessment  of  the  Forest  and 
Ranoeland  Situation  in  the  United  States.  1989).  showed  that  together  the 
FS  and  the  BLM  supplied  12  percent  of  the  forage  consumed  by  beef  cattle  in 
the  16  Western  States,  and  25  percent  of  the  forage  copgnmpri  by  beef  cattle 
in  the  11  Western  States.  About  one- third  of  the  beef  cattle  in  the  11 
Western  States  graze  at  least  part  of  the  year  on  public  rangelands 
fUSDA-FS.  1980). 

Public  grazing  is  a  highly  significant  portion  of  total  grazing  in  some 
Western  States.   For  example,  88  percent  of  the  cattle  produced  in  Idaho, 
64  percent  in  Wyoming,  and  63  percent  in  Arizona  graze  at  least  part  of  the 
year  on  public  rangelands.  Dependency  on  public  grazing  lands  by 
permittees  is  derived  from  livestock  enterprise  budget  data  developed  by 
the  USDA  Economic  Research  Service  (Gee,  1984).  The  dependency  of  both  the 
cattle  and  sheep  operators  on  public  land  grazing  is  discussed  under  the 
Permittee  Dependency  on  Federal  Forage  section  in  Chapter  5. 

In  numerous  local  areas  in  the  West,  the  operating  size  of  many  livestock 
operations  often  is  affected  by  the  amount  of  Federal  range  available 
during  seasons  of  feed  shortage  on  privately  owned  lands.  Such  critical 
periods  may  occur  in  the  fall  prior  to  hay  feeding,  in  the  summer  when 
forage  on  private  lands  is  low  in  nutritive  value  compared  to  forage  on 
public  ranges  at  higher  elevations,  and  in  the  spring  when  private  lands 
are  needed  to  produce  next  winter's  feed. 

The  size  of  the  livestock  operations  dependent  upon  the  public  rangelands 
varies.  Based  on  FS  and  BLM  records,  Figure  1.2  shows  public  rangeland 
grazing  by  herd  size  for  cattle  and  horse  permittees  for  both  the  FS  and 
the  BLM.   In  1990.  while  45  percent  of  BLM  permittees  have  less  than  100 
head,  only  35  percent  of  the  FS  permittees  have  less  than  100  head.  About 
10  percent  of  the  largest  BLM  permittees  fover  500  head)  use  47  percent  of 
the  BLM  AUM's.  while  the  19  percent  of  the  FS  group  with  over  500  head 
graze  48  percent  of  the  National  Forest  AUM's  fFS  Statistical  Records:  Gee. 
1984;  and  BLM  Grazing  Authorization  and  Billing  Sypfpyn  ) 

In  1990.  1  percent  of  BLM  cattle  allotments  were  vacant  while  4  percent  of 
FS  cattle  allotments  were  vacant.  Vacancy  is  more  pronounced  in  sheep 
allotments  fl  percent  in  BLM  allotments  and  10  percent  in  F.S.  allotments) 
than  in  cattle  allotments.  Vacancy  by  Agency  and  State  is  shown  in 
Appendix  B.  Figure  B.5.  Vacancy  is  defined  as  allotments  that  have  not  had 
any  authorized  grazing  use  for  3  years  as  distinguished  from  total 
authorized  nonuse  for  a  year  or  more,  or  varying  amounts  of  nonuse  on  a 
recurring  basis. 


In  1990.  authorized  nonuse  averaged  about  18  percent  of  actual  use  for  both 

Agencies- 

Figure  1.2:  Distribution  of  Cattle  and  Horse  Operators  by  Herd  Size,  1990 
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1/  For  FS  billing  purposes,  convert  AUM's  to  Animal  Months  (AM's)  by 
dividing  by  a  factor  of  1.2  (Sources:  FS  Statistical  Records;  Gee,  1984; 
and  BLM  Grazing  Authorization  and  Billing  System. ) 

ZJ      BLM  AUM  equal  to  FS  AM. 

11 — Fourteen  percent  of  permittees  have  BLM  and  FS  permits,  therefore  the 
total  number  of  operators  with  permits  is  23.645. 

REVENUES  AND  COSTS  OF  RANGELAND  MANAGEMENT 

Distribution  pf  Receipts;  Permittees  and  lessees  are  charged  for  public 
rangeland  grazing  use  according  to  thft  THIfflbftr  of  AUM's  of  forage  thev  are 

authorized  tP  USet Analysis  of  FS  and  BLM  fiscal  receipts  reveals  that  in 

Fiscal  Year  1990.  grazing  fee  collections  totaled  S27.035.000.  which  was 

distributed  afi  follows; S 13. 5 17. 000  was  deposited  to  the  Range  Betterment 

Fund;  S5. 534. 000  was  returned  to  the  States  and  counties  in  which  it  was 

£  llected;  S897.000  was  allocated  for  forest  roads  and  trails:  and  S7. 086. 000 

was  retained  bv  the  U.S.  Treasury. 

Grazing  fee  receipts  are  distributed  according  to  legislative  requirements. 
The  FS  distributes  its  grazing  fee  receipts  as  follows:  25  percent  to  the 
Spates  for  distribution  to  the  county  of  origin  for  roads  and  schools,  25 
percent  to  the  U.S.  Treasury,  and  50  percent  into  the  Range  Betterment  Fund 
to  be  appropriated  the  following  year.  The  Range  Betterment  Funds  are 
returned  to  the  Forest  where  the  fees  were  collected  and  the  remaining  amount 
distributed  among  the  Forests  at  the  discretion  of  the  Regional  Foresters. 

Grazing  fees  collected  by  the  BLM  are  distributed  under  Section  3  (grazing 
permits)  of  the  Taylor  Grazing  Act  of  1934,  as  follows:   50  percent  to  the 
Range  Betterment  Fund;  12.5  percent  to  the  States  where  the  fees  were 
collected;  and  37.5  percent  to  the  U.S.  Treasury.  Under  Section  15  (grazing 
leases)  of  the  Act,  50  percent  of  the  fees  collected  are  distributed  to  the 


Range  Betterment  Fund  and  50  percent  are  returned  to  each  State  where  the 
fees  are  collected.  Range  Betterment  Funds  are  returned  to  the  BLM  District 
where  they  were  collected.  Although  the  BLM  State  Directors  may  redistribute 
funds  among  Districts  to  meet  short-term  needs,  each  District  must  receive 
its  full  .proportional  share  of  Range  Betterment  Funds  within  a  5-year  period. 

The  FS  and  the  BLM  use  the  Range  Betterment  Funds,  other  appropriated  funds, 
and  contributions  to  improve  the  public  rangelands.  This  is  accomplished 
through  implementation  of  intensive  grazing  management  methods  and  initiation 
of  improvement  practices,  such  as  brush  control,  seeding,  fencing,  and  the 
development  of  water  sources. 

Cost  of  Range  Management  Program:   In  addition  to  the  funds  that  the  Agencies 
spend  on  range  improvements,  the  cost  elements  involved  in  administering 
grazing  permits  are  .allotment  planning  and  inventory,  use  supervision  and 
management,  and  program  management.   Figure  1.3  shows  by  agency  the  average 
AUM  costs  for  these  elements  for  1990.   The  average  cost  was  S3. 22  per  AUM  as 
opposed  to  a  1990  grazing  fee  of  SI. 81  per  AUM. 


Figure  1.3 


BLM  and  Forest  Service  Direct  Costs  and  Grazing  Fee  Receipts. 
1990  1/ 


Cost /Receipt  Component 

BLM 

1990 

■■■■ 

—  FS 

1990 

O's 

3/ 

Allotment  Planning 

and  Inventory 
Grazing  Management 
Range  Improvements  2.1 

— — yy^J 

%   4,857 
$23,398 
S15.250 

$  6,279 
$17,603 
S  6.418  4/ 

Total  Costs 

$43,505 

$30,300  $_/ 

Total  Receipts 

$18,061 

$  8,974  £/ 

State /County  Shares  7/ 

$  3,291 

$  2,243 

Net  Federal  Receipts 

-$28,735 

-( c  /aTtfcn  ft  /  — 

-$23,570 

Allotment  Planning 
and  Inventory 
Grazing  Management 
Range  Improvements 

$0.36 
$1.73 
SI, 13 

$0.67 
$1.89 
$Q,68 

Total  Costs  Per  AUM 


$3.21 


$3.24 


1/   Based  on  Agency  appropriations 

2/   In  addition  to  livestock  grazing,  range  improvement  expenditures  benefit 

wildlife,  riparian  areas,  watershed,  etc. 
1L       Includes  range  betterment  funds  and  general  appropriations. 
4/   Excludes  fee  credit  for  conservation  practices  on  National  Grasslands. 
5/   Total  Forest  Service  Range  Management  Appropriations  was  S37.881.000. 

including  Range  Betterment  Fund,  the  difference  includes  program  costs 

not  associated  with  range  management  in  16  Western  States. 
6/   National  Forest  receipts  only 

1/   State  and  County  Share  of  Federal  Grazing  Fee  Receipts. 
8/   National  Forest  System  costs  and  AUM's  f includes  1.4  million  National 

Grassland  AUM's) 


BLM  apd  forest:  Service  Rangeland  Program  Costs  "with  and  Without"  T.ivoet-^ir 
gracing,  J990;  Figure  1.4  shows  the  cost  calculations  "with  and  without" 
permitted  livestock  grazing  on  BLM  and  Forest  Serving,  administered 
rangelands.   The  cost  assumptions  and  methodology  used  in  this  analysis 
differ  from  the  approach  used  in  Figure  1.3,  and  are  based  on  the  concept 
that  certain  basic  rangeland  program  activities  and  costs  would  be  required 
regardless  of  whether  there  is  permitted  livestock  grazing  use   These 
include  such  legislatively  defined  requirements  as  providing  baseline- 
inventory  data,  monitoring  and  reporting  ecological  rang*,  condition,  and 
preventing  and  detecting  unauthorized  grazing  use.   In  1990.  the  cost  of 
these  activities  for  the  BLM  were  S13.9  million,  and  S7.9  mi  lion  for  t.ha 

Forest  Service,, These  costs  are  the  rangeland  ecology  component  of  each 

agency's  range  management  program's.  These  costs  art*  subtracted  from  total 
rangeland  program  cost  to  derive  each  agency's  cost  attributable  solely  rn~ 
livestock  grazing, — Cost  items  specifically  attributable  tn  livestock:  nr^-inn 
include; — Permit  administration;  issuing  permits  and  billing  not-j^r  ^     J 
developing  annual  operating  plans;  developing  and  updating  AMP's;  NEPA 
Ppcumentation?  issuing  or  processing  decision /appeals;  project  planning  fnr 
range  improvements,  and  meeting  with  permittees  or  attending  n^Cir 
association  meetings.  — *  ^  **  v* — St£i 


Figure  1.4: 


BLM  and  Forest  Service  Rangeland  Program  Coat  "With  and  Without' 
Livestock  Grazing.  1990 


BLM 


_E£- 


Attri-  Attri- 

butable butable 

Total    Without  1/  to  Live-  Total  Without  1/  to  Live- 

Rangeland  Livestock  stock     Rangeland  Livestock  stock 

Program — Grazing Grazing Program  Grazing    Grazing 


($000)    ($000) 
$28,255   $8,328 


Rangeland 

Management 

Cost  per  AUM  $2.08 

Range  $15,250  $5,597 

Improvements 

Cost  per  AUM  $1.13 

Total  Program  $43,505  $13,925 

Cost  per  AUM  S3. 21 . 


($000) 

$19,927 

$1.47 

$9,653 

$0.71 

$29,582 

S2.18 


($000) 
$23,882 
$2.56 
$6,418 
$0.68 
$30,300 
S3. 24 


($000) 
$7,270 

$  608 

$7,878 


($000) 
$16,612 
$1.78 
$5,810 
$0.62 
$22,422 
S2.40 


1/  ffi;  C°**J-*   PS  P*"OP°m°n  pf  tng  199°  appropriation  that  i*  attributable 

X-q   a  rangeland  ecology  program, It  is  not  the  optimum  amount  needed  to 

meet  rangeland  ecology  objectives. 

Vhile  FS  and  BLM  range  program  costs  are  separable,  they  also  may  be  viewed 
jointly.   Combined  FS  and  BLM  costs  are  shown  in  Figure  1.5. 


Figure  1.5: 


Combined  BLM  and  Forest  Service  Direct  Costs  and  Grazing  Fee 
Receipts,  1990 


Cost/Receipt  Component 


1990 


(OOO's  dollars) 


Allotment  Planning 
and  Inventory 

Grazing  Management 

Range  Improvements 

Total  Costs 
Total  Receipts  1/ 
State/County  Shares  2.1 
Net  Federal  Receipts 


$11,136 

$41,001 

$21,668 

$73,805 
$27,035 
$  5,534 

-$52,305 


1/  National  Forest  and  BLM  receipts  only. 

2/  Western  States  and  Counties  share  of  Federal  Grazing  Fee  Receipts 

Permittee  Investment  In  Range  Improvements:   Permittees  and  lessees  may 
cooperate  with  improvement  investments  through  contributions  of  money,  time, 
labor,  and  materials.  The  regulations  for  each  Agency  provide  for  private 
investment,  when  in  the  public  interest.  Permittees,  thus,  have  an  opportunity 
to  invest  their  own  capital  where  they  can  realize  capital  recovery  and  profit 
on  their  investments.  Forest  Service  grazing  statistical  records  and  BLM's 
fiscal  records  (Job  Documentation  Reports)  showed  that  permittee  combined 
contributions  were  highly  variable  but  averaged  SO. 17  per  AUM  toward  range 
improvement  investments  in  1990  under  the  PRIA  (Executive  Order)  fee  formula 
concept.   (See  Figure  1.6.) 

Figure  1.6:   Permittee  Contributions  for  Range  Improvements,  1989-1990 


Agency 


Agency 

BLM 
FS 

Total 


BLM 

FS 

Average 


Dollars  Contributed  (OOO's  dollars)  — 

1989  1990  Total 


$2,161 
$1,486 

$3,647 


$1,522 
$1,454 

$2,976 

Dollars  per  AUM 


$3,683 
$2,940 

$6,623 


$0.20 
$0.23 
$0.21 


$0.14 
$0.22 
$0.17 


$0.34 
$0.45 
$0.38 


Both  Agencies  require  permittees  and  lessees  to  maintain  fences  and  other 
structural  improvements  that  benefit  livestock  on  grazing  allotments.  For  the 
years  1989  to  1990.  FS  grazing  statistical  records  reported  that  the  National 
Forest  permittees  in  the  16  Western  States  spent  an  average  of  $0.19  per  AUM 
each  year  on  maintenance  of  range  improvements.   (Maintenance  expenditures  by  -. 
Forest  Service  Region  are  shown  in  Appendix  B,  Figure  B.7.  Similar  data  are  not 
available  for  the  BLM. ) 

Permittee  cooperation  is  an  essential  element  in  implementing  improved  grazing 
management  systems.  Maintenance  of  improvements  by  the  range  user  allows  the 
limited  appropriated  funds  (including  Range  Betterment  Funds)  to  be  used  for 
new  construction.  This  policy  allows  private  investment  and  hastens  the 
improvement  of  public  rangeland  condition. 


LAW  AND  POLICY  THAT  GUIDE  FEES 

Figure  1.7  lists  the  laws  that  guide  the  Administration's  approach  to  grazing 
fees.   Several  of  the  laws  described  refer  to  fees  that  are  "reasonable."  Many 
ranchers  grazing  livestock  on  the  public  rangelands  believe  that  a  reasonable 
fee  must  take  into  consideration  the  costs  of  purchasing  a  public  grazing 
permit  (from  the  existing  permit  holder)  as  a  reasonable  cost  of  grazing  public 
lands.   In  1968,  Pankey  Land  and  Cattle  Company  filed  suit  against  the 
Secretaries  of  the  Interior  and  Agriculture,  seeking  an  injunction  against  the 
new  fees  claiming  they  failed  to  meet  the  legal  requirement  of  reasonableness 
because  they  failed  to  consider  the  costs  of  the  permit.  The  U.S.  District 
Court  for  New  Mexico  held  in  favor  of  the  Secretaries,  ruling  that  the  Agencies 
had  considered  all  factors  "related  to  the  reasonableness  of  the  fees."  The 
courts  also  ruled  that  the  Government  was  not  obligated  to  compensate 
permittees  for  actions  which  reduce  the  permit  value. 

Figure  1.7:  Laws  That  Guide  Grazing  Fee  Policy 


Date 


Law 


Policy  Statement 


1986 


Executive  Order 


1978 


Public  Rangelands 
Improvement  Act 


fBLM  and  FS)  Indefinitely  extended  the  PRIA 
fee  formula  with  a  minimum  of  SI. 35  per  AUM. 
"Anv  and  all  existing  rules,  practices, 
policies,  and  regulations  relating  to  the 
administration  of  the  formula  for  grazing  fees 
in  section  6(a)  of  the  Public  Ranoelands 
Improvment  Act  of  1978  shall  continue  in 
full  force  and  effect."  The  BLM  and  FS 
interpret  the  Executive  Order  to  mean 
indefinite  extension  until  Congress  acts. 

(BLM  and  FS)  Established  a  fee  on  a 
trial  basis,  which  Congress  determined  would 
represent  the  economic  value  of  the  land  to 
the  user.   In  establishing  a  fee  based  on 
economic  value,  Congress  stated  that  "to 
prevent  economic  disruption  and  harm  to  the 
western  livestock  industry,  it  is  in  the 
public  interest  to  charge  a  fee  for  livestock 
grazing  .  .  .  which  is  based  on  a  formula 
reflecting  annual  changes  in  the  costs  of 
production  [and  beef  prices]." 


Date 


Law 


Policy  Statement 


1976 


Federal  Land  Policy 
Management  Act 
(FLPMA) 


1952 


Independent  Offices 
Appropriation  Act 


1934   Taylor  Grazing  Act 


1897   Organic  Act 


(BLM)  Declared  that  it  is  a  general  policy 
that  "...  the  United  States  receive  fair 
market  value  of  the  use  of  public  lands  and 
their  resources  unless  otherwise  provided  by 
statute."  The  FLPMA  also  required  the 
Secretaries  to  study  the  grazing  fee  issue  and 
in  making  the  study,  "take  into  consideration 
the  costs  of  production,  .  .  .  differences  in 
forage  values,  and  other  factors  which  relate  to 
the  reasonableness  of  such  fees." 
(BLM)  and  FS)  required  agencies  that  provided 
goods  and  services  to  "be  self-sustaining  to  the 
full  extent  possible...  [and  for  the  fees 
charged]  to  be  fair  and  equitable  taking  into 
consideration  direct  and  indirect  cost  to  the 
Government,  value  to  the  recipient,  public 
policy  or  interest  served,  and  other  pertinent 
facts  . . . . "  In  interpreting  this  law,  Office  of 
management  and  Budget,  Circular  25,  states 
"where  federally  owned  resources  or  property  are 
leased  or  sold,  a  fair  market  value  should  be 
obtained.   Charges  are  to  be  determined  by  the 
application  of  sound  business  management 
principles, .. .in  accordance  with  comparable 
commercial  practices.  Charges  . . .  may  produce 
net  revenues  to  the  Government." 

(BLM)  Provides  for  payment  of  a  "reasonable 
fee."  The  Secretary  of  the  Interior  is  to 
account  for  the  "extent  to  which  such  districts 
yield  public  benefits  over  and  above  those 
accruing  to  the  users  of  the  forage  resources 
for  livestock  purposes." 

(Forest  Service)  "The  Secretary  of  Agriculture 
should  make  such  rules  and  regulations  to 
regulate  their  [forests]  occupancy  and  use..." 


PRIA  EVALUATION  REQUIREMENTS 

In  1978,  the  PRIA  established  the  formula  for  determining  the  grazing  fee 
to  be  charged  on  the  public  rangelands.  The  formula,  which  retained  the 
1966  base  value  of  $1.23,  is  adjusted  by  annual  changes  in  the  private 
grazing  land  lease  rates  together  with  annual  fluctuations  in  the  costs  of 
beef  production  and  the  prices  received  for  beef.   (See  Chapter  3  for 
explanation  of  the  formula.)  By  including  the  indexes  of  the  costs  of 
livestock  production  and  beef  cattle  prices,  Congress  intended  to  implement 
a  formula  based,  in  part,  upon  a  permittee's  ability  to  pay.  The  House 
Report  No.  95-1122,  "Improving  the  Range  Conditions  of  the  Public  Grazing 
Lands,"  House  Report  stated  that  this  would  help  prevent  ranchers  who 
depend  on  public  land  use  from  being  forced  out  of  business  by  the  combined 
pressures  of  high  production  costs  and  low  beef  prices.  The  report  went  on 
to  say  that  a  lower  fee  would  contribute  to  improved  range  condition  by 


encouraging  private  investment  and  by  discouraging  overgrazing  and 
trespassing. 

The  PRIA  formula,  however,  was  not  exempt  from  the  public  controversy 
traditionally  surrounding  public  land  grazing  fees.   In  House  Report  No. 
95-1122,  the  House  Committee  on  the  Interior  and  Insular  Affairs 
acknowledged  and  responded  to  the  controversy  in  the  following  passage: 

"The  Committee  is  aware,  however,  that  many  groups  and  individuals 
concerned  with  the  improvement  of  the  range  disagree  with  the 
concept  of  pegging  grazing  fees  to  beef  prices  and  the  ranchers' 
ability  to  pay,  and  do  not  believe  lower  fees  will  eliminate 
overgrazing  ..." 

"To  accommodate  these  concerns,  the  committee  agreed  to  put  its 
formula  on  a  7-year  trial  basis  only,  from  1979  to  1985.  This 
7-year  trial  period  will  give  all  sides  an  opportunity  to  study  the 
effects  of  tieing  the  fee  to  beef  prices,  and  also  allow  the 
Secretaries  to  refine  their  data  on  the  value  of  Federal  grazing 
lands  as  compared  to  privately  owned  lands." 

In  March  1986.  at  the  end  of  the  trial  period,  the  Secretaries  submitted 
their  review  and  evaluation  report  of  the  PRIA  trial  fee  formula  to  the 

Congress r On  February  14.  1986.  Executive  Order  12548  indefinitely 

extended  the  PRIA  fee  formula  with  a  minimum  of  SI. 35  AUM  to  allow  Congress 

time  tP  taKe  action t Therefore,  no  recommended  fee  schedule  for  1986  and 

subsequent  grazing  years  was  submitted  with  the  1986  Fee  Report. 

The  Specific  tasks  undertaken  in  the  grazing  fee  evaluation  report  were: 

1.  an  appraisal  of  the  public  rangelands  to  estimate  the  rental 
value  of  public  lands  for  grazing; 

2.  an  evaluation  of  the  PRIA  grazing  formula  with  specific  emphasis 
on  the  forage  value  index,  the  beef  cattle  price  index,  and  the 
prices  paid  (cost  of  production)  index; 

3.  an  identification  and  evaluation  of  other  governments'  grazing 
fees;  and, 

4.  an  analysis  of  the  economic  impact  of  grazing  fee  levels  on  the 
public  land-based  livestock  industry,  selected  counties,  and 
States  in  the  Western  United  States. 

Information  on  purchasing  copies  of  the  background  studies  conducted  in 
support  of  the  fee  study  is  provided  in  Appendix  B,  Figure  B.3. 
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CHAPTER  2.   APPRAISED  MARKET  RENTAL  VALUE  OF  GRAZING  ON  PUBLIC  RANGELANDS 

PURPOSE  OF  GRAZING  MARKET  RENTAL  APPRAISAL 

In  the  PRIA,  Congress  legislated  a  grazing  fee  formula  and  established  fair 
market  value  of  grazing  lands  by  legislative  definition.   In  House  Report 
No.  95-1122,  Congress  charged  the  Secretaries  to  "refine  the  data  on  the 
value  of  the  public,  rangelands  as  compared  to  privately  owned  rangelands." 
In  response  to  the  congressional  charge,  the  FS  and  the  BLM  conducted  a 
grazing  rental  market  value  appraisal  of  public  rangelands.  The  two 
primary  objectives  of  the  appraisal  were:   (1)  to  establish  a  market  value, 
which  is  the  amount  a  livestock  operator  would  pay  for  grazing  use  on  the 
public  lands  if  these  lands  were  offered  on  the  open  market,  and  (2)  to 
provide  the  information  needed  to  compare  that  value  with  the  public  land 
grazing  fees  now  derived  from  the  current  fee  formula  established  by  the 
PRIA. 

DEFINITION  OF  FAIR  MARKET  RENTAL  VALUE  USED  IN  THE  APPRAISAL 

The  American  Institute  of  Real  Estate  Appraisers  states  that  "an  appraisal 
is  an  unbiased  estimate  of  the  nature,  quality,  value,  or  utility  of  an 
interest  in,  or  aspect  of,  identified  real  estate,  ...  is  based  on 
selective  research  into  appropriate  market  areas;  assemblage  of  pertinent 
data;  the  application  of  appropriate  analytical  techniques;  and  the 
knowledge,  experience,  and  professional  judgment  necessary  to  develop  a 
conclusion  that  is  appropriate  to  the  problem."  Fair  market  rental  value  is 
defined  as  "The  amount  in  cash,  or  in  terms  reasonably  equivalent  to  cash, 
for  which  in  all  probability  the  grazing  use  would  be  rented  or  leased  by  a 
knowledgeable  owner  willing  but  not  obligated  to  rent  or  lease  to  a 
knowledgeable  renter  or  lessee  who  desired  but  is  not  obligated  to  lease." 
It  was  also  defined  as  "The  amount  that  livestock  owners  would  probably  pay 
for  the  grazing  use  if  it  were  offered  for  rent  or  lease  in  the  open 
market"  (Brownell  and  Tittman,  1984a). 

FUNCTION  OF  THE  APPRAISAL 

The  grazing  market  rental  appraisal  was  undertaken  to:  (1)  provide  market 
data  from  which  to  compare  values  obtained  from  the  USDA-National 
Agricultural  Statistics  Service  Annual  June  Enumerative  Survey  (JES)  of 
Private  Grazing  Land  Lease  Rates  (the  Forage  Value  Index);  (2)  compare  the 
closeness  of  PRIA  fee  rates,  which  include  factors  of  cost  of  production 
and  ability  to  pay,  with  comparable  private  grazing  land  lease  rates 
obtained  in  a  free,  open  market,  and  (3)  place  a  market  value  on  the 
occupancy,  use,  and  consumption  of  public  rangeland  forage  where  the 
leasing  of  grazing  privileges  through  permit  or  lease  is  a  form  of 
purchasing  resources. 

A  market  value  appraisal  is  an  accepted  and  theoretically  correct  method 
for  determining  the  value  of  land  resources  used  in  the  production  of 
livestock  products.   The  market  approach  uses  the  "comparative  lease 
method"  to  estimate  current  market  values  of  resources  and  land  services. 
The  Bureau  of  Indian  Affairs  (Department  of  the  Interior)  has  used  this 
methodology  extensively.  The  Department  of  Defense  (Army  and  Navy)  also 
uses  this  methodology  to  determine  rental  value  for  other  Federal  grazing 
lands  leased  by  the  Army  Corps  of  Engineers  or  the  Navy.  The  method  used 
in  the  FS/BLM  appraisal  was  mass  data  appraisal,  which  provided  a  reservoir 
of  market  and  related  economic  data  for  a  specified  area. 
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SCOPE  OF  THE  1983  APPRAISAL. 

The  field  work  portion  of  the  appraisal  took  17  months  to  complete  (July  1982 
to  November  1983).   The  field  appraisers  interviewed  approximately  100  000 
persons  to  identify  who  leased  grazing  lands.   Those  interviewed  included 
bankers,  appraisers,  farm  management  specialists,  loan  officers,  grazinq 
permittees,  nonpermittee  livestock  producers,  etc.   The  appraisers  developed 
lists  of  persons,  from  those  interviewed,  who  leased  grazing  lands  which  they 
believed  represented  80  to  90  percent  of  the  transactions  within  the  area 
surveyed.  These  interviews  resulted  in  a  transaction  data  base  that 
contained  11,675  records.   The  11,675  records  contained  7,246  usable 
observations  of  different  prices  reflecting  the  results  of  open  market 
negotiations  between  lessors  and  lessees  for  grazing  use  of  lands  by  cattle 
horses,  yearling  cattle,  and  sheep.  ' 

The  appraisal  covered  16  Western  States,  plus  two  counties  in  Texas  which 

?!!r\divided  into  six  Pricin9  areas  (see  Figure  2.1).   Criteria  for 'selecting 
rne  boundaries  of  the  pricing  areas  included  the  following,  in  order  of 
priority:   (1)  mean  county  prices  for  mature  cattle  and  horses;  (2) 
consideration  of  the  natural  vegetation,  which  reflects  the  influence  of 
soils,  climate,  and  land  features;  (3)  physical  or  geographic  features;  and, 
(4)  political  or  administrative  boundaries.  Data  on  99  physical 
characteristics  and  lease  terms  and  conditions  that  could  affect  value  were 
collected  for  each  lease.   The  99  items  were  reduced  or  combined  to  form  81 
potential  value  determining  factors.  The  most  important  factors  are  shown  in 
Appendix  B,  Figure  B.8. 

THE  1983  APPRATSAT.  PROCESS 

The  appraisers  used  appraisal  techniques  that  acknowledged  a  wide  range  of 
conditions  on  individual  allotments  on  the  public  rangelands,  and  recognized 
the  impossibility  of  accounting  for  the  differences  between  individual 
allotments  or  tracts.  A  universe  of  market  transactions  involving  private 
leased  rangelands,  subleased  public  rangeland  administered  by  the  BLM  and  FS, 
and  other  Federal  rangeland  properties  as  of  a  given  date  were  analyzed  in  a 
ur  form  manner.   The  appraisal  used  standard  methodology  and  employed  a 
c^^unon  reference  for  data.  This  process  is  referred  to  as  mass  appraising 
and  allows  for  statistical  analysis  of  data  for  determining  factors  that 
influence  value  between  the  subject  properties  and  comparable  transactions. 
This  process  may  use  statistical  data  when  (1)  it  shows  high  levels  of 
correlation  between  factors  and  price,  and  (2)  the  sample  size  is  sufficient 
to  be  reliable.  The  appraisers  applied  such  statistical  analysis  and  found 
seme  correlations  of  factors  with  value,  but  did  not  find  any  that  were 
statistically  significant.   (See  the  Statistical  Appendix  to  the  Appraisal, 
Volume  2,  Exhibit  13-10.)  Therefore,  they  did  not  base  the  adjustments  in  the 
appraisal  on  the  results  of  the  statistical  analysis  of  the  factors  and  nrice 
data .  r 

The  value  estimates  presented  do  not  represent  the  "site  specific"  fair 
market  grazing  rental  value  of  any  individual  allotment.  Rather,  they  are 
intended  to  represent  a  reasonable  estimate  of  the  mean  average  rental  value 
of  grazing  on  the  public  rangelands.  Appraised  market  value  reflects  the 
highest  price  that  a  property  will  bring  if  exposed  to  sale  or  rent  in  the 
open  market.  There  must  be  a  willing  seller  (or  lessor)  and  a  willing  buyer 
(or  lessee),  both  knowledgeable  of  all  uses  of  the  property  and  neither  being 
under  abnormal  pressure.   The  quantification  of  appraised  value  is  based  on 
this  concept  of  market  value.   In  the  grazing  rental  appraisal,  it  is 
determined  as  an  average  value  that  would  be  realized  from  rental  of  all 
allotments  available  for  grazing. 
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Figure  2.1:  Westwide  Pricing  Areas:  Mature  Cattle,  Horses,  and  Yearling 

Cattle — Pricing  Areas  1  through  6;  Sheep — Entire  Westwide  Area 


BLM  AUM's  and  Forest  Service  AM's  by  Pricing  Area* 
Pricing  Percent 

Area BLM  AUM's FS  AM's     total     of  total 


1 

196,558 

2 

351,538 

3 

4,352,997 

4 

4,112,507 

5 

4,351,845 

6 

116,813 

Total 

13,482,258 

194,424 

390,982 

2% 

11,261 

362,799 

2% 

2,782,956 

7,135,953 

33% 

2,226,620 

6,339,127 

29% 

2,673,227 

7,025,072 

33% 

214,620 

331,433 

2% 

8,103,108 

21,585,366 

100% 

*  Numbers  of  AUM's  and  AM's  reported  in  the  appraisal, 
correspond  to  Forest  AM's. 


1982  data  BLM  AUM's 
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In  arriving  at  an  estimate  of  the  fair  market  rental  value  for  grazing  on  the 
public  rangelands  within  each  pricing  area,  the  use  and  conditions  on  the 
private  leased  lands  were  compared  to  the  use  and  conditions  on  the  public 
rangelands.  Based  on  a  pure  "qualitative  analysis"  of  different  factors  it 
was  the  appraisers'  judgment  that  any  advantage  the  lessee  of  private  lands 
might  have  over  the  public  rangelands  permittee/ lessee,  as  a  result  of  the    ' 
general  lack  of  stipulations  or  restrictions  on  the  private  lease  was  at 
least  partially  offset  by  the  guaranteed  tenure,  the  rights  of  appeal,  and 
the  option  of  nonuse  for  3  years  at  no  cost  that  were  afforded  the  public 
rangeland  permittees  /lessees.  Pudj.ic 

The  analyses  showed  there  were  different  prices  being  paid  for  different 
Kinds  and  types  of  animals.  They  also  showed  there  were  differences  in 
KiS5B.«?*in9  Paid-  in  dif ferent  geographic  areas  that  could  be  attributed  to 
broad  differences  in.  various  factors  that  included  location,  seasons  of  use 
fit   S"f?in9  caPacitY  °r  quality  of  range.  For  example,  prices  being  paid  ' 
for  typical  spring-summer- fall  grazing  on  lands  stocked  at  1-10  acres  per  AUM 

land^n  ?Hk°ta  ?erS  2  t0  I   timeS  the  prices  Paid  for  Year-round  grlzing  on 
i=nd!  ?  the  southwestern  desert  areas  of  New  Mexico,  Arizona,  and  Nevada  on 
lands  stocked  at  20  to  40  acres  per  AUM. 

™^gencies'  aPpaisers,  in  consultation  with  the  contracted  private  review 
appraisers,  concluded  that  the  most  appropriate  and  valid  measure  of  the 
T^*«i  VamJ!e  of  Public.land  grazing  was  the  average  price  of  the  negotiated 
leases.   The  value  estimates  were  based  on  indications  provided  by  the  7  246 
observations  of  the  negotiated  leases.  Because  of  the  wide  range  of  prices 
shown  by  these  observations  and  the  skewness  of  rental  prices  So  th.  higS 
fowJ'-in  y-fUrtSer  concluded  the  need  to  remove  the  extremes  of  highs  and 

Sees  PSifiSi-e?n1Uding  JhV0p,  a2d  b°ttOID  15  Percent  of  the  Sported 
?f JS  I:  u  *     f?  70  Percent  of  the  data  as  the  basis  for  estimating  the 
. ?a ^market  rental.  Eliminating  the  extreme  values  at  each  end  of  the  range 

mSrkofv^1111^  r6dUCed  the  skewness  and  resulted,  in  lowering  Sne  apprLJS9 
market  value  an  average  of  5  percent.  py 

The  appraisers  also  compared  the  westwide  average  prices  paid  on  private 
OSHS  I™***'?   ??  westwid*  average  prices  paid  for  over  fiSo  °SmpeS?ive 
?Sf  iLJf?°^aied  leaSSS  °n  approximately  9  million  acres  of  Federal  lands. 
The  leases  of  Federal  lands  included  competitive  leases  of  military 

aSrinati™UWildlinfe^efugeS'  reclamation  lands,  and  subleases  of  Federal 
111  o?9n??^i5 s,  including  intermingled  public  and  private  rangelands,  where 
an   or  part  of  the  public  land  is  administered  by  BLM  or  FS.  These 

i?v^ao^°nS^-d  n0t  involve  tne  landowner's  care  or  management  of  the 
livestock.   This  showed  an  average  price  of  $6.53  per  month  for  the  Federal 
lands  compared  to  $6.87  for  Nonfederal  lands,  indicating  a  -5  percent  iSS 
nJ;£U05-?JaZing  °n  Federal  lands  than  for  the  Nonfederal  lands.  The  T 
So^o!  ?  dlf5efence  was  attributed  to  a  number  of  factors,  including  the 
general  conditions  of  the  permits  or  leases,  differences  in  costs  of 
operation  and  desirability  of  use,  etc. 

The  appraisers  recommended  a  further  adjustment  because  of  the  different 
payment  schedules  that  were  authorized  for  use  on  public  rangeland 
SSS^J-  leases!  The  appraisal  data  showed  that  private  market  transactions 
were  discounted  approximately  10  percent  for  advance  payment.   Generally? 
both  Agencies  required  partial  or  full  payment  in  advance.  The  additional 
-10  percent  adjustment  together  with  that  due  to  the  indicated  5  percent 
JSTT  ^    VSlUe  °f  pUblic  9razin9  land  leases  and  subleases  resulted  in  a 
-ere  m:i«  Percent  adjustment  from  the  private  grazing  rates.   No  adjustments 
tfL^r  factors  such  as  size  (in  acres,  AUM's,  number  of  head),  quality 

3f  range  (carrying  capacity  or  stocking  rate),  improvements,  availability  and 


14 


distribution  of  water,  etc.,  for  the  following  reasons:   (1)  the  transactions 
showed  no  difference  in  prices  paid  because  of  differences  in  these  factors, 
and/or  (2)  the  public  rangeland  allotments  within  each  of  the  pricing  areas 
exhibited  broad  ranges  in  physical  characteristics  and  the  private  leased 
lands  exhibited  the  same  general,  broad  ranges  in  these  characteristics  or 
factors. 

The  mass  appraisal  technique  assessed  comparability  for  similar  leased  public 
and  private  rangelands  but  did  not  identify  differences  between  specific 
leased  or  rented  areas.  The  mass  appraisal  was,  therefore,  an  indicator  of 
the  mean  average  prices  paid  in  the  market  for  grazing  of  rangelands,  and  was 
a  reliable  indicator  of  the  average  market  value  of  public  leased  rangelands. 

SCOPE  OF  THE  1992  APPRAISAL  UPDATE 

A  contract  was  let  to .David  J.  Lau.  MAI,  in  association  with  Robert  J. 
Mitchell.  MAI  to  update  to  January  1.  1992.  the  Grazing  Rental  Appraisal 
prepared  for  the  USDA  Forest  Service  (FS)  and  USDI  Bureau  of  Land  Mana?Bint»nt 

fBLM)  as  of  October  1.  1983  (Appendix  CI. Their  efforts  to  update  the 

original  appraisal  are  based  upon  personal  interviews  with  a  njafaflE  ^f 
Grazing  lessees  identified  in  the  1983  Grazing  Rental  Appraisal.  They 
interviewed  260  private  grazing  lessees  in  the  17  Western  States  that  had 
provided  information  in  the  original  report  and  acquired  an  additional  56 
leases  from  Government  agencies  active  in  competitive  grazing  leasing  on 
lands  under  their  jurisdiction.  The  appraisers  interviewed  over  100  State 
and  Federal  officials  knowledgeable  in  the  market  of  grazing  leases  and  a 
number  of  investors  and  professional  appraisers  that  are  active  in  the  market 
Place- — This  information  was  used  in  the  analysis  of  current  market  activity. 
leading  to  conclusions  as  to  the  Private  Land  Leasing  Rate  for  grazing,  and 
resulted  in  an  estimate  of  appraised  value  of  grazing  public  rangeland.  The 
value  conclusions  include  consideration  for  the  "conditions  of  use"  and 
"terms  of  payment"  for  grazing  BLM  and  FS  lands. 

1992  APPRAISAL  PROCESS  AND  VALUE  CONCLUSIONS 

The  appraisers  present  data  reflecting  the  economic  conditions  including 
chances  in  both  farmland  prices  and  beef  cattle  prices  over  the  period 
between  1983  and  the  January  1.  1992.  date  of  the  value  conclusions.   They 
conclude  that  there  is  no  discernable  linkage  between  farmland  prices  and 
grazing  rental  rates,  but  there  is  an  industry  professed  linkage  between  beef 
cattle  prices  and  the  rates  paid  for  leased  grazing.  The  indinafaH  nmnhpr  nf 
beef  cattle  in  the  16  Western  States  has  dropped  apprmr  1  TPtftly  12.4  percent 
over  the  1983  to  1990  time  frame  while  prices  for  cattle  have  risen  a 
cumulative  S19  per  hundred  weight  or  74  percent  over  that  same  time  frame. 
Drought  and  other  factors  have  had  a  direct  affect  on  grazing  rates. 

The  appraiser  concluded  that  the  adjustments  reflected  in  the  1983  appraisal 
to  indicate  the  relationship  of  the  private  land  lease  rate  to  the 
"conditions  of  use"  and  terms  of  the  public  grazing  permit  were  valid  as  of 

the  January  1.  1992.  date  of  value. They  used  the  downward  adjustment  of 

-5  percent  for  the  "conditions  of  use"  of  the  public  permit  and  a  downward 
adjustment  of  -10  percent  for  the  cash  in  advance  terms,  for  a  total  downward 
adjustment  of  -15  percent  to  account  for  the  conditions  and  terms  of  the 
public  crazing  permits  as  it  relates  to  the  private  unserviced  grazing 
leases. 
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The  17  Western  States  that  are  encompassed  by  the  1983  appraisal  and  current 
update  include:   Arizona.  California.  Colorado.  Idaho.  Kansas.  Montana. 
Nebraska.  Nevada.  New  Mexico.  North  Dakota.  Oklahoma.  Oregon.  South  Dakota. 
Texas.  Utah.  Washington,  and  Wyoming. 

The  value  conclusions  presented  by  the  appraisers  are  consistent  with  the  six 
pricing  areas  identified  in  the  1983  appraisal.   The  pricing  units  are  also 
expressed  in  a  consistent  manner  with  the  1983  report,  as  Head-Month  or  Pair " 
Month  (HD-MO/PR-MO)  by  either  mature  Cattle  and  Horses  or  Yearling  Cattle 
(Under  18  months  of  age). 

Figure  2.2.  presents  for  each  of  the  six  pricing  areas  estimates  of  the 
average  private  land  lease  rate  and  the  estimated  average  appraised  marir«»i- 
value  of  grazing  on  the  public  rangelands.  with  ^'"'""""ended  adjustments  for 
advance  payment  for  mature  cattle  and  horses,  yearling  cattle,  and  the 
westwide  price  for  sheep,  as  of  January  1.  1992. 


Figure  2.2: Appraisal  Value  Conclusions  fS  Per  Head  or  Pair  Month).  1/1/92 


Price      Private  Land 
Area Lease  Rate 


MATURE  CATTLE  &  HORSES 

1  $12.00 

2  1/  $  7.50 

3  $  9.00 

4  $  7.50 

5  1/  $  5.50 

6  $  8.00 


Appraised  Market  Value 
of  Grazing  on 
Public  Rangelands 


(over  18  months  of  age) 
$10.26 
$  6.39 
$  7.74 
$  6.39 
$  4.68 
$  6.85 


YEARLING  CATTLE  (Under  18  months  of  age 

1  $  9.00  $  7.74 

2  1/  $  6.75  $  5.76 

3  $  7.00  $  6.03 

4  $  6.80  $  5.85 

5  1/  $  5.50  $  4.68 

6  $  5.60  $  4.77 


Westwide  2.1 


$  1.10 


SHEEP 


$  0.95 


1/  Contract  appraisers  determined  no  change  from  1983  appraised  values. 
2.1   Contract  appraisers  were  unable  to  update  these  values  due  to  lack  of 
data. 
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Part  2  -  EVALUATION  OF  ALTERNATIVE  GRAZING  FEE  SYSTEMS 
CHAPTER  3. CURRENT  (PRIA)  FEE  SYSTEM 


BASIS  OF  FORMULA 

The  PRIA  formula  consists  of  a  base  value  of  $1.23  per  AUM  that  is  updated 
annually  through  a  series  of  indexes  that  measure  changes  in  the  private 
grazing  land  lease  rates,  the  price  of  beef  cattle,  and  the  costs  of 
livestock  production.   The  base  period  for  the  indexes  is  1964  to  1968.  The 
PRIA  formula  is: 

Calculated  Fee  (CF)  =  $1.23  x  FVI  +  BCPI-PPI 

100 

Where: 

CF        =  The  Calculated  Fee  to  be  charged,  which  Congress 

defined  as  fair  market  value,  which  is  the 
estimated  economic  value  of  livestock  grazing  to 
the  user,  and  where  annual  increases  or  decreases 
in  the  fee  are  limited  to  a  plus  or  minus  25 
percent  of  the  previous  year's  fee. 

$1.23     =  The  base  value  established  in  1966  through  the 

Western  Livestock  Grazing  Survey  (WLGS). 

FVI       =  The  Forage  Value  Index,  an  index  of  annually 

surveyed  private  grazing  land  lease  rates, 
1964-1968  =  100. 

BCPI      =  The  Beef  Cattle  Price  Index,  an  index  of  USDA 

annually  reported  prices  of  beef  cattle  over  500 
pounds,  1964-1968  =  100 

PPI       =  The  PRIA  Prices  Paid  Index,  indexed  prices  that 

producers  of  livestock  pay  for  selected 
production  items,  1964-1968  =  100. 

The  performance  of  the  PRIA  grazing  fee  formula  and  its  individual  components 
are  evaluated  in  this  Chapter.  A  comparison  of  PRIA  fees  with  the  updated 
1991  appraised  market  value,  the  former  1969  fee  system,  and  possible 
improvement.?;  to  formula  components  are  also  discussed. 

Figure  3.1  shows  the  formula  indexes  included  in  PRIA  for  the  years  1964  to 

1991  and  the  calculated  PRIA  value  for  public  grazing  fees. The  PRIA 

formula,  however,  has  only  been  used  to  calculate  fees  since  1979.  The  data 
for  1964  to  1979  are  included  to  provide  a  long-term  perspective  on  the 
response  of  the  PRIA  formula  to  its  indexes. 


17 


Figure  3.1: 
Values 


Data  Used  to  Compute  Grazing  Fees  with  PRIA  Formula  and  PRIA 


Private  Grazing 
Land  Lease 
Data    Fee     Rate 
Year    Year    (PGLLR) 


Forage 

Value  Beef 

Index  Cattle 
(FVI)l/  Price 


Beef 
Cattle 
Price  Index 
(BCPI)2_/ 


Prices  Unconstrained 
Paid        PRIA 
Index       Fee 
(PPI)3/    Rates  4/. 


1964-68  $3.65/Hd.Mo. 


100 


Indexes  for  Base  Years  1964  -  1968  =  100. 


$22.04/cwt.  100 


100 


1.23 


1969 

1970 

3.32 

105 

27.00 

123 

113 

1.41 

1970 

1971 

4.05 

111 

29.50 

134 

118 

1.56 

1971 

1972 

4.06 

111 

29.50 

134 

124 

1.49 

1972 

1973 

4.17 

114 

36.80 

167 

130 

1.86 

1973 

1974 

4.57 

125 

43.00 

195 

140 

2.21 

1974 

1975 

5.82 

159 

39.20 

178 

168 

2.08 

1975 

1976 

5.75 

158 

35.20 

160 

198 

1.48 

1976 

1977 

6.37 

175 

36.10 

164 

215 

1.52 

1977 

1978 

7.06 

193 

36.00 

163 

230 

1.55 

1978 

1979 

7.11 

195 

47.60 

216 

246 

2.03 

Indexes 

During 

PRIA  Executive 

Order 
206 

12548  Fee 
64.90 

Formula.  1979  -  1992: 
294          275 

1979 

1980 

7.53 

2.77 

1980 

1981 

7.88 

216 

64.20 

291 

319 

2.31 

1981 

1982 

8.83 

242 

59.10 

268 

359 

1.86 

1982 

1983 

8.36 

229 

57.70 

262 

378 

1.39 

1983 

1984 

8.85 

242 

56.40 

256 

387 

1.37 

1984 

1985 

8.86 

243 

57.79 

262 

395 

1.35 

1985 

1986 

9.17 

251 

53.65 

243 

397 

5/  0.93 

1986 

1987 

8.50 

233 

51.78 

235 

388 

5_/  0.98 

1987 

1988 

8.54 

234 

59.96 

272 

381 

1.54 

1988 

1989 

8.75 

240 

65.46 

297 

386 

1.86 

1989 

1990 

8.87 

243 

67.46 

306 

402 

1.81 

1990 

1991 

9.22 

253 

71.81 

326 

419 

1.97 

1991 

1992 

9.66 

265 

72.15 

327 

436 

1.92 

1/'   The  annual  PGLLR  divided  by  the  1964-1968  base  PGLLR  of  $3.65  and 
multiplied  by  100  to  convert  to  an  index  number. 

2J        The  annual  beef  cattle  price  divided  by  the  1964-1968  base  beef  cattle 
price  of  $22.04  and  multiplied  by  100  to  convert  to  an  index  number. 

3/   Index  of  prices  paid  for  livestock  production  inputs  for  beef  cattle  from 
November  through  October  of  the  data  year  and  weighted  to  reflect  beef 
production  in  the  Western  States. 

4/   PRIA  calculated  rates  or  economic  value  without  applying  plus  or  minus  25 
percent  limit  on  year-to-year  change.   For  actual  PRIA  fee  rates  for  the 
years  1979  -  1985  see  Appendix  Figure  B.4. 

5-/    PRIA  fee  formula  expired  December  31.  1985.  and  indefinitely  extended  by 
EO  12548  (2/14/86^  with  a  minimum  of  SI. 35  per  AUM. 
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EVALUATION  OF  THE  FORMULA 

Role  and  Effects  of  the  Combined  Index:  The  intent  of  the  PRIA  formula  has 
been  to  adjust  the  $1.23  base  value  over  time  using  the  FVI  to  account  for 
market  changes  and  the  difference  between  the  BCPI  and  the  cost  of 
livestock  production  as  measured  by  the  PRIA  formula  PPI  to  account  for 
changes  in  the  permittees  ability  to  pay.  The  BCPI  minus  the  PPI  is  the 
combined  index  and  reflects  short-term  changes  in  the  permittees'  ability 
to  pay,  in  addition  to  a  level  of  ability  to  pay  reflected  in  the  FVI.  & 
comparison  of  the  results  of  PRIA  with  the  FVI  is  shown  in  Figure  3.2  for 
the  years  of  1979  to  1990.  Tying  grazing  fees  to  ability  to  pay  has 
reduced  the  return  to  the  Government  from  the  public  rangelands  since  1979, 
This  can  be  seen  in  the  spread  that  has  occurred  between  private  grazing 
charges  illustrated  bv  FVI  and  the  PRIA  grazing  fee  indexes. 

Figure  3.2:   A  Comparison  of  the  PRIA  Formula  and  the  FVI.  1979-1990 
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Index  Values 
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FVI       -=-  PRIA    |  PRIA-(FVKBCPI-PPI) 
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Figure  3.2  illustrates  the  difference  between  the  index  of  private  lease 

rates  fFVTl  and  an  index  of  PRIA. Since  1979,  the  inclusion  of  the 

combined  index  has  resulted  in  a  sharp  downward  trend  in  the  PRIA  values. 
From  1979  to  1990.  the  inclusion  of  the  combined  index  has  resulted  in  less 
revenues  for  the  Government  than  would  have  occurred  if  only  the  FVT  was 
considered.   In  1979.  the  PRIA  value  was  greater  than  use  of  the  FVI  alone 
would  have  justified.   Thus,  the  application  of  PRIA  in  1979  reduced 
returns  to  permittees  in  that  favorable  market  price  and  profit 
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period  due  to  the  influence  of  the  combined  index.   Since  1979  the  public 
J.and  permittees  have  paid  less  than  they  would  have  paid  had  only  the  index 
of  the  pre-PRIA  formula  of  private  lease  rates  fFVH  been  used. 

Figure  3-3  shows  the  PRIA  (FVI  +  BCPI-PPI)  compared  to  a  net  returns  index 
for  the  1966  to  1991  period  ( 1966  base  year  =  100 1.   The  net  returns  index 
was  computed  bv  the  Economic  Research  Service  (ERS)  using  livestock  prices 
and  production  costs.  Hay,  grain  and  other  costs  were  computed  by  using  hay 
and  grain  prices  and  the  PRIA  PPI  indexing.   Until  the  mid  1980' s.  the  PRIA 
formula  followed  the  same  general  trends  as  the  net  returns  and  captured 
some  of  the  annual  variation  and  trend  in  the  permittee  rancher's  ability 
to  pay.  Since  about  1984.  the  net  returns  index  increased  faster  than  the 
PRIA  formula. 

Figure  3.3:   Comparison  of  PRIA  and  Net  Returns  Index  -  1966-1990 
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Source:   Brokken  and  McCarl,  1984,  and  USDA  ERS,  1992. 

SI .23  Base  Value:  The  1966  WLGS,  from  which  the  $1.23  base  value  was 
derived  was  based  on  a  1964  economic  study  of  grazing  fees  contracted  by 
the  FS  and  the  BLM  to  Utah  State  University  (USU).   The  objective  was  to 
develop  a  model  that  measured  the  annual  economic  value  of  grazing  land  use 
and  occupancy  to  permittees  of  public  rangelands.  The  economic  model  is 
described  as  follows: 
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"An  economic  model  developed  at  USU  is  based  on  the  assumption  that  the 
economic  principles  of  supply  and  demand  operate  in  a  competitive  range 
forage  price  market  just  as  they  do  for  products  in  other  markets.  The 
economic  rationale  of  the  study  was  the  alternative  cost  concept.  The 
essence  of  this  principle  is  the  value  of  public  range  forage  used  for 
grazing  is  equal  to  the  rental  value  of  private  pastures  leased  for 
grazing  after  adjusting  for  differences  in  the  costs  of  services 
provided  on  the  private  lands  but  not  on  public  rangelands. 

In  other  words,  if  a  competitive  market  exists  for  grazing  forage,  total 
user  costs  for  comparable  public  land  and  private  ranges  will  be  equal. 
If  use  cost  differentials  exist,  ranchers  in  a  competitive  market  will 
attempt  to  gain  control  of  the  low-cost  forage  source.   The  nonfee  costs 
plus  the  private  lease  rate  represent  the  total  cost  of  operation  on 
leased  private  land.  When  the  nonfee  cost  items  for  public  land  users 
are  subtracted  from  the  total  cost  to  the  rancher  leasing  comparable 
private  grazing  land,  the  difference  measures  the  dollar  value  a  rancher 
should  be  willing  to  pay  in  a  competitive  market  for  the  use  of  the 
public  land."  (Review  of  Federal  Land  Administration  for  Livestock 
Grazing,  1967) 

In  1966,  the  USDA  Statistical  Reporting  Service  (SRS)  (now  National 
Agricultural  Statistics  Service,  NASS,)  interviewed  10,000  individuals  in  a 
one-time  survey  to  obtain  information  on  the  fee  and  nonfee  costs 
associated  with  the  leasing  of  public  and  private  grazing  lands.  The  1966 
base  value  for  public  lands  of  $1.23  per  AUM,  as  shown  in  Figure  3.4,  was 
derived  from  subtracting  the  total  of  the  fee  and  nonfee  costs  ($4.54)  on 
private  leases  ($4.54  -  $3.28  =  $1.26).  The  numbers  in  parentheses  in 
Figure  3.4,  $1.26  and  $1.13,  are  the  values  that  equalize  the  costs  of 
grazing  the  private  leased  lands  and  the  public  lands,  or  what  the  model 
represented  as  the  fair  market  value  of  grazing  public  rangelands  for 
cattle  and  sheep  respectively.  These  values  were  weighted  by  the  number  of 
cattle  and  sheep  AUM's  to  derive  the  $1.23  base  value.  Based  on  the  annual 
survey  by  SRS  from  1964  to  1968,  the  five-year  average  private  grazing  land 
lease  rate  was  $3.65  per  AUM.  This  average  rate  was  used  to  form  the  FVI 
that  was  used  as  the  annual  adjustment  mechanism  in  the  1969  Fee  System  and 
the  PRIA  Fee  System. 

Another  way  of  understanding  the  derivation  of  the  $1.23  base  value  is  by 
subtracting  nonfee  differential  costs  of  $.53  per  AUM  for  cattle  and  an 
additional  $.02  per  AUM  for  sheep,  or  a  total  of  $.55  in  costs  from  $1.78, 
the  weighted  average  private  grazing  land  lease  rate  found  in  the  1966 
WLGS.   The  results  of  the  1966  WLGS  were  applied  by  the  FS  and  the  BLM  in 
the  1969  grazing  fee  formula  (Study  of  Fees  for  Grazing  on  Federal  Lands, 
1977).  Nonfee  costs  for  grazing  private  leased  and  public  rangelands 
determined  by  the  1966  WLGS  are  shown  in  Appendix  B,  Figure  B.9. 

The  1983  appraisal  of  rental  value,  discussed  in  Chapter  2,  used  a  market 
data  approach  instead  of  a  cost  approach  (used  in  the  1966  WLGS)  to 
establish  a  fair  market  base  value.   Since  the  $1.23  base  value  is  nearly 
20  years  old,  the  current. PRIA  formula  could  have  been  updated  through  the 
use  of  the  1983  market  value  appraisal  results  presented  in  Chapter  2.   The 
FS  and  the  BLM  in  1981  as  part  of  the  current  grazing  fee  study,  chose  not 
to  update  the  1966  WLGS  because:   (1)  private  grazing  land  lease  rates, 
obtained  through  a  market  appraisal  and  analysis,  were  needed  for 
comparison  with  private  grazing  land  lease  rates  obtained  annually  through 
the  annual  JES  (USDA-SRS  annual  survey  of  farmers  and  ranchers  (see  Figure 
3.7));  (2)  the  1966  base  value,  which  was  derived  from  a  differential  cost 
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base  value,  needed  updating;  and  (3)  the  costs  for  repeating  the  1966  WLGS 
in  1983  would  have  been  in  excess  of  $4  million,  as  opposed  to  the  $2.8 
million  cost  of  the  appraisal. 


Figure  3.4:   Summary  Results  of  the  1966  Western  Livestock  Grazing  Survey 
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$  4.54 

$  4.54 

$  5.66 
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Derived  FS/BLM  Lease  Rate 

($1.26) 

($1.13) 

Difference  for  Private  Lease   $0.53 

Weighted  Private  Lease  Rate 
(Cattle  and  Sheep) 


$1.78 


Cattle  and  Sheep  nonfee  cost  weighted  difference:  -SO. 55 

(Cattle  80%,  sheep  20%) 
Weighted  nonfee  costs  difference SI. 23 


$0.64 


As  part  of  the  Fee  Report  Update.  USDA's  NASS  indexed  the  1966  Base  Value 
(SI. 231  to  a  1990  value  of  S2.95  per  AUM  ( appendix  Figure  B.9). 

Comparison  of  PRIA  Fees  with  Westwide  Indicated  Market  Value  and  the  1969 
Fee  System.  1988-1992:  Measures  of  the  PRIA  formula's  performance  for  1988 
to  1992  were  derived  from  comparing  the  indicated  market  value  for  the 
public  lands,  as  determined  by  the  grazing  rental  appraisal,  with  fee  rates 
that  would  have  been  derived  from  the  former  1969  fee  system.  The  FS  and 
BLM  appraisers,  through  a  separate  market  analysis,  observed  that  1983 
private  grazing  land  lease  rates  were  $7.00  per  head  month  ($/AUM).  As  of 
January  1.  1992.  the  updated  rate  is  S8.00.  After  discounting  ten  percent 
for  advance  payment  and  an  additional  five  percent  for  comparabilitY  the 
indicated  market  value  for  grazing  on  public  rancrelands  was  calculated  to 
be  S6.84  per  head  month. 

The  1969  fee  system  annually  adjusted  the  1964  to  1968  base  value  of  $1.23 
by  an  index  of  the  annual  change  in  private  grazing  land  lease  rates. 
Figure  3.5  shows  PRIA's  performance  in  relationship  to  the  indicated 
westwide  market  value  and  fee  rates  determined  by  the  grazing  fee  system. 
The  indicated  westwide  market  value  was  based  on  16  Western  States,  while 
the  PRIA  and  the  1969  grazing  fee  system  values  were  based  oh  11  Western 
States.   For  the  5  years  1988  to  1992.  the  PRIA  fees  averaged  27  percent  of 


the  indicated  market  value,  with  a  range  from  24  percent  in  1988  to  29 
percent  in  1990.   The  average  PRIA  fee  was  about  60  percent  of  the  amount 
that  the  former  1969  system  would  have  produced. 
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Figure  3.5: 


Comparison  of  the  PRIA  Fee  with  the  Westwide  Indicated  Market 
Values  and  the  1969  Grazing  Fee  System,  1988-1992 
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As  shown  in  Figure  3.6.  the  differences  for  the  years  1986  to  1992  between 
the  PRIA  rates  and  the  indicated  westwitift  marfcet  value  range  from  S4.70  per 
AUM  to  a  high  of  S5.05  per  AUM  or  an  average  difference  of  S4.89  per  AUM. 

Figure  3.6:   Comparison  of  PRIA  Values  with  the  Indicated  Market  Values  and 
the  1969  Grazing  Fee  System  Values,  1986-1992 
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1.35 
1.35 
1.41 
1.86 
1.81 
1.97 
1.92 


6.27 
6.37 
6.46 
6.56 
6.65 
6.75 
6.84 


4.92 
5.02 
5.05 
4.70 
4.84 
4.78 
4.92 


3.09 
2.87 
2.88 
2.95 
2.99 
3.11 
3.26 


-1.74 
-1.52 
-1.47 
-1.09 
-1.18 
-1.14 
-1.34 


1/      Indicated  westwide  market  value  after  adjustment  for  comparability 
and  advanced  payment,  and  assumes  a  straight  line  increase  to  the 
January  1992  calculated  market  value. 

2/      Fee  rates  which  would  have  been  charged  under  the  1968  to  1977  fee 
system  (i.e.,  SI. 23  indexed  only  bv  FVIK 
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EVALUATION  AND  IMPROVEMENT  OF  FORMULA  INDEXES 

Forage  Value  Index  fFVI):  The  FVI  is  used  in  the  PRIA  grazing  fee  formula  to 
update  the  fee  determination  for  annual  changes  in  the  market  value  of  public 
grazing  lands.   The  FVT  index  is  based  on  the  NASS  Annual  July  Cattle  Survey .- 
Since  1986.  NASS  Private,  nonirriaated .  Grazing  Land  Lease  Rate  fPGLLRl 
survey  data  has  shifted  from  the  June  Enumerative  Survey  (JES1  to  the  July 
Cattle  Survey.   Both  are  comparable  probability  based  surveys  and  all 
respondents  are  cattle  producers.   As  part  of  the  July  Cattle  Survey,  cattle 
operators  (permittees  and  nonpermittees )  are  asked  to  report  what  private 
grazing  lands  are  renting  for  in  their  area  on  a  per  AUM,  per  pair,  and  per 
head  basis.  The  FVI  is  a  weighted  average  estimate  of  rental  value  per  AUM 
for  the  11  Western  States.  Each  year's  private  lease  rate  is  divided  by  the 
base  period's  (1964  to  1968)  private  grazing  land  lease  rate  of  $3.65  and 
multiplied  by  100  to  convert  it  to  the  annual  index  number  or  FVI. 

The  FVI's  use  have  caused  concern  by  the  livestock  industry  and  the  land 
management  agencies  about:   (1)  the  lack  of  direct  comparability  between  the 
quality  of  the  land  and  the  amount  of  services  provided  on  the  public  and 
private  grazing  leases,  and  (2)  use  of  a  reporter  type  question  and  rancher 
response  rather  than  actual  price  data,  resulting  in  a  lack  of  data  for  some 
States  in  some  years  (Nelson  and  Garratt,  1984).  These  two  issues  are 
discussed  in  order. 

Issue  1.  The  accuracy  of  the  JES  was  measured  by  comparing 
its  results  to  the  appraisal's  results.  This  comparison  showed  that  while 
the  JES  might  not  have  been  the  best  measure  of  actual  prices  or  price  trends 
in  any  individual  State,  it  was  a  reliable  short-term  indicator  of  the 
westwide  trends  for  private  rangeland  rental  for  mature  animals.  Prices  paid 
for  the  private  rental  arrangements  appeared  to  reflect  market  response  to 
rancher  demand  for  forage  and  the  available  supply.  Figure  3.7  illustrates 
the  westwide  correlation  in  the  movement  between  the  JES's  estimated  prices 
and  the  actual  prices  shown  in  the  appraisal.  A  comparison  of  the  JES  and 
the  appraisal  also  indicated  that  the  JES's  estimates  on  a  westwide  basis 
were  fairly  close  to  the  prices  being  paid,  but  were  consistently  higher. 

Issue  2.  The  survey  used  in  estimating  the  FVI  asks 
respondents  to  "report"  what  the  average  private  grazing  lease  rate  was  in 
their  area.  Use  of  a  reporter  question  has  been  criticized  because  it  does 
not  ask  persons  to  identify  known  values  but  asked  persons  to  recall  or 
speculate  on  values.  The  closeness  of  the  JES  to  the  appraisal  partially 
validated  the  use  of  the  reporter  question.  Since  the  JES  produces 
Constantly  higher  results,  it  also  suggests  the  possibility  of  an  upward  bias 
in  absolute  values.  The.  real  test  of  the  JES's  use  for  FVI  is  consistency  of 
indices  for  FVI  based  on  appraisal  value  and  JES  values  for  1978-1983. 
Further  studies  by  the  FS,  the  BLM,  and  the  SRS  indicated  that  the  added 
benefits  from  improving  the  accuracy  of  the  data  were  not  worth  the  added 
costs  (Nelson  and  Garratt,  1984).  Responses  in  the  July  Cattle  Survey,  by 
those  who  actually  "pay"  for  private  grazing  have  been  compared  with  those 
who  "do  not  pav."  This  approach  was  used  in  1990  and  1991.  and  will  continue 

for  1992. Results,  to  date,  indicate  that  "pay"  versus  "nonpav"  rates  do  not 

differ  significantly. 

The  survey  sample  used  in  deriving  the  FVT  was  weighted  by  the  number  of  farm 
units.   Concern  also  has  been  expressed  over  the  weighting  procedures  since 
areas  with  large  amounts  of  public  land  tend  to  have  few  farm  units  and, 
therefore,  make  up  a  very  small  proportion  of  the  FVI  sample.  For  example, 
California,  with  many  farm  units  but  few  public  grazing  lands,  was  sampled 
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more  heavily  than  its  neighboring  State  of  Nevada,  with  few  farm  units,  but  a 
large  amount  of  public  land.  The  current  weighting  system  has  the 
advantage  of  being  more  representative  of  all  livestock  operators.  The 
percent  of  public  land  AUM's,  private  leases,  and  beef  cattle  marketings  by 
State  are  shown  in  Appendix  B,  Figure  B.10,  and  are  summarized  in  Figure  3.8. 


Figure  3.7: 


Comparison  of  the  1983  Appraisal  Values  for  Private  Grazing 
Lease  Rates  and  the  June  Enumerative  Survey  Values, 
1978-1983.   (Note:  Appraisal  data  not  available  to  update 
this  figure). 
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Weighting  values  by  AUM's  would  result  in  a  private  lease  rate  value  of  $7.23 
per  AUM  that  would  bring  it  closer  to  appraisal  values  for  1983  versus  the 
$8.36  per  AUM  rate  derived  from  the  current  weighting  procedures. 

As  stated  in  Chapter  1,  public  rangelands,  excluding  National  Grasslands,  are 
defined  in  the  PRIA  as  those  lands  administered  by  the  FS  and  the  BLM  within 
the  16  Western  States.  Analysis  of  the  PRIA  fee  formula  showed  that  the 
majority  of  public  rangelands  and  the  associated  AUM's  of  forage  production 
were  within  the  11  Western  States.  The  analysis  also  disclosed,  as  shown  in 
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Figure  3.8,  that  the  majority  of  livestock  production  occurred  in  the  Great 
Plains  States,  and  that  these  States  had  higher  private  grazing  land  lease 
rates.  Weighting  July  Cattle  Survey  private  lease  rate  values  by  public 
rangeland  AUM's  would  place  emphasis  on  the  use  of  private  lease  rates  for 
the  States  where  the  majority  of  the  public  rangelands  are  located. 


Figure  3.8: 


Comparison  of  the  Percent  of  AUM's,  the  Percent  of  Private 
Grazing  Land  Leases,  and  the  Percent  of  Beef  Cattle  in  the 
11  Western  States  and  the  5  Great  Plains  States 
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Beef  Cattle  Price  Index:   The  USDA's  NASS  collects  prices  received  by 
producers  for  cattle  sold  in  35  States.   Since  1981,  the  livestock  price 
survey  has  used  a  probability  survey  of  auctions,  stockyards,  packers,  and 
dealers.   The  sampled  buyers  report  purchases  of  livestock  from  producers. 
Data  provides  the  number  of  head  purchased,  total  live-weight,  and  total 
dollars  paid  to  the  producer  by  the  buyers  before  marketing  costs  (feed, 
water,  trucking,  commissions,  inspections,  etc.)  are  deducted.   The  average 
price  by  State  reflects  prices  received  for  cattle  marketed  in  each  State. 
No  information  is  obtained  on  the  State  of  origin  of  the  livestock  marketed. 
The  westwide  price  was  determined  by  weighting  each  State's  price  by  the 
total  live-weight  of  livestock  marketed.   The  NASS  data  used  in  the  PRIA 
grazing  fee  formula  were  based  on  actual  transactions  during  the  12-month, 
November-October  period.   An  average  annual  price  was  computed.   The  annual 
price  was  converted  to  an  index  number  by  dividing  the  price  by  $22.04  per 
hundredweight  (the  1964-1968  average  beef  cattle  price)  and  multiplying  it  by 
100  (Thorp  and  Holden,  1984). 
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The  prices  used  for  the  index  were  for  beef  cattle,  which  were  defined  as 
marketed  cattle  that  were  marketed  weighing  over  500  pounds,  including  feeder 
and  slaughter  animals.  Figure  3.9  shows  the  prices  received  by  producers  for 
different  types  of  beef  cattle.  The  NASS  beef  cattle  price  data  used  in  the 
PRIA  formula  included  the  prices  for  steers,  heifers,  and  cows  over  500 
pounds.  Calves,  defined  as  animals  under  500  pounds,  were  excluded  from  this 
index.  The  BCPI  as  an  index  does  not  fully  cover  livestock  which  graze 
public  rangelands  since  it  does  not  contain  data  on  calves  (under  500  pounds) 
or  sheep.  It  also  includes  data  on  fat  cattle  (not  produced  on  the  public 
lands).   Potential  refinements  to  the  BCPI  are:   (1)  to  modify  it  to  include 
other  classes  of  livestock  (calves  and  sheep),  (2)  to  modify  it  to  exclude 
ff*  ?««He'  an?  (3i  *P  update  the  base  period  to  reflect  martet  conditions  in 
the  l?9Q'st  The  first  modification  would  bring  the  index  more  in  line  with 
the  livestock  products  produced  on  the  public  lands.  The  current  BCPI  also 
could  be  refined  by  weighting  the  annual  index  by  public  land  AUM's  per  State 
in  each  of  the  16  Western  States. 

Adding  calf  prices  to  the  existing  BCPI  to  get  a  cattle  price  index  would 
have  an  impact  on  the  price  pattern.  The  addition  of  calf  prices  would 
increase  the  level  of  the  cattle  price  index  or  would  decrease  the  BCPI  due 
to  wider  cyclical  variation  in  calf  price.  TJie  average  value  change  is 
relatively  small  because  calves  account  for  only  lfl  percent  of  the  marketings 
on  a  live-weight  basis  in  1990.  and  calves  have  the  same  general  price  trends 
as  beef  cattle  over  time.   In  years  wharp  r.hi.  npr0art  h-fr-Ten  beef  catnip  anri 
WlfrciCgg  f8ttgh  a8  19S7-1991)  is  relatively  larae.  inclusion  of  calves 

W9Uld  hflvg  flB  UPWflr<3  effect  On  the  BCPJ, Conversely,  as  the  relative  spread 

declines,  a  lower  BCPI  would  be  the  result.   Figure  3.9.  from  1984  to  1991. 
shows  the  price  patterns  for  calves  and  sheep,  both' of  which  are  excluded 
from  the  current  PASS  index,  and  for  beef  cattle  (which  includes  steers, 
heifers,  and  cow).  The  conclusion  in  1986  was  to  exclude  calf  prices  since 
their  inclusion  would  not  significantly  change  the  BCPI  (Thorp  and  Holden, 
1984) . 

Figure -3.9:     Monthly  U.S.  Prices  of  Livestock  by  Type,  1984-1992 


—  Beef  Cattle   Stoer/Heites 


Cows 
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The  NASS  recommends  that  data  on  sheep  and  lambs  be  excluded  In  any  livestock 
price  index  for  the  following  reasons:   (1)  data  on  sheep  are  not  as  reliable 
as  the  data  used  to  prepare  the  other  indexes ,  and  ( 2 )  sheep  make  up  such  a 
small  portion  of  livestock  sales  that  the  addition  of  the  data  would  have 
only  a  minor  effect  on  the  index. 

Modifying  the  index  to  exclude  fat  cattle  would  satisfy  the  concern  that  has 
been  expressed  about  including  cattle  fed  through  feedlots  in  the  formula 
price.  This  would  require  the  use  of  a  new  series  that  started  in  1983,  with 
no  historical  data  before  that  year.  The  series  would  more  accurately 
reflect  the  livestock  on  public  land,  but  it  is  unlikely  to  reflect  different 
price  trends  from  the  existing  series.  This  is  not  recommended. 

Prices  Paid  Index:  The  PPI  in  the  PRIA  formula  is  an  index  of  selected 
components  of  the  National  Index  of  Prices  Paid  by  Farmers  (Thorp  and  Holden, 
1984).  Weights  used  to  combine  the  selected  components  are  based  on  the  1976 
cost  of  production  budget  for  cow-calf  operations  in  the  western  region. 
Figure  3.10  shows  the  selected  components  and  the  weights  assigned  to  the 
components  for  the  National  Cost  of  Livestock  Production  Index  and  their 
regionalized  application  in  the  PPI  developed  for  use  in  the  PRIA  formula. 

The  PPI  used  did  not  include:   (1)  the  cost  of  living  component  represented 
by  the  Consumer  Price  Index;  (2)  components  of  farm  origin  (feed,  feeder 
livestock,  seed,  and  fertilizer);  nor  (3)  taxes.  The  components  of  farm 
origin  were  excluded  because  these  components  generally  represented  either 
elements  of  feed,  feed  production  (seed  and  fertilizer),  or  livestock 
purchases  included  in  other  index  components.  The  exclusion  of  these  factors 
gives  greater  weight  to  components  of  livestock  production  highly  affected  by 
market  change  and  inflation,  such  as  fuel  costs. 

The  PRIA  formula  PPI  could  be  refined  by  expanding  the  index  to  include  all 
livestock  production  costs  of  both  farm  and  nonfarm  origin.  The  components 
and  suggested  weights  for  the  expanded  index,  which  is  titled  the  Input  Cost 
Index  (ICI),  are  also  shown  in  Figure  3.10.  Production  factors  of  nonfarm 
origin  have  increased  in  cost  much  more  rapidly  than  production  factors  of 
farm  origin.  Excluding  production  factors  of  farm  origin  has  resulted  in  an 
overstatement  of  the  PRIA  PPI  permittee's  production  costs.  Specific 
information  in  the  ICI  index  is  shown  in  Appendix  B,  Figures  B.ll  and  B.12. 
Updating  to  1992.  the  effects  of  including  the  ICI  in  the  PRIA  fee  formula 

are  shown  in  Figure  3.11. The  ICI,  without  MY  Other  adjustments  tQ  the  PRIA 

formula,  would  result  in  a  1990  fee  of  S3. 20  per  AUM  instead  of  the  SI. 81  Per 

Aim  fee  derived  from  the  current  PPI,  Hftflg  prices  paid  input  indexes  aaad  in 
both  the  PPI-PRIA  and  the  ICI  are  "fixed  weight  indices"  with  data  from  1971- 
73  making  up  the  quantity  component  while  the  price  component  is  current. — 
Changes  to  the  quantity  of  individual  input  required,  since  1973.  are  not 
reflected  in  the  prices  paid  indexes.  The  1980-84  Cost  of  Production  Survey 
weights,,  used  to  compute  overall  ICI.  bring  the  index  to  a  western  cow  calf 
basis  and  bring  the  mix  of  individual  indices  to  a  more  current  level  but  do 
not  update  the  quantity  component  of  the  individual  indices. 
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Figure  3.10: 


Index 
Components 


Comparison  of  the  Factors  Used  in  the  National  and  the  PRIA 
Prices  Paid  Indexes,  and  the  Proposed  Input  Cost  Index  (ICI) 
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1/   PPI  used  in  the  PRIA  formula  is  a  regionalized  index  derived  from  a 

national  survey  of  prices  paid  in  the  production  of  livestock. 
2.1 ' -      Nonreal  estate  interest 


Figure  3.11: 


PRIA  and  the  1969  Formula  Fee  Values  and  the  PRIA  Computed 
Using  the  ICI 
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Alternative  Index  Weights:   Currently,  the  PRIA  formula  PPI  is  based  on  a 
nationwide  index  weighted  to  11  Western  States  to  reflect  production  costs 
for  cow-calf  operations  in  the  West.  The  FVI  and  BCPI  are  both  11-State 
indexes  weighted  by  the  number  of  private  leases  and  the  total  live-weight 
cattle  sales,  respectively.  The  PRIA  covers  grazing  in  the  16  Western  States 
using  an  11  Western  State  data  base.  To  be  consistent  with  the  language  in 
the  PRIA,  grazing  fees  for  public  rangelands  in  the  16  Western  States  should 
be  calculated  based  on  data  from  the  States  where  the  fees  are  applied.  If 
the  indexes  are  based  on  16  State's  data  rather  than  11  States,  problems 
arise  because  the  5  Great  Plains  States  dominate  beef  production,  and  a  few 
States  have  private  grazing  land  lease  rates  that  appear  to  be 
disproportionately  higher  than  rates  in  adjoining  States.  The  States'  share 
of  BLM/FS  AUM's,  marketings,  and  private  leases  are  shown  in  Appendix  B, 
Figure  B.10,  and  are  summarized  in  Figure  3.8.  An  example  of  the  problem  of 
expanding  to  16  Western  States  is  shown  by  looking  at  Nebraska  with  25.8 
percent  of  the  market  receipts  and  17.6  percent  of  the  private  leases  in  1990 
but  less  than  1  percent  of  the  comparable  AUM's. 

An  alternative  weighting  method  would  be  to  use  BLM  and  FS  AUM's  in  each 
State.  The  AUM  weights  could  be  applied  to  both  the  BCPI  and  the  FVT.  This 
would  make  the  indexes  more  representative  of  the  relationship  of  public  land 
grazing  to  market  conditions.  The  difference  that  weighting  makes  in  the 
relative  values  for  the  private  grazing  lease  rate  and  beef  cattle  prices  for 
1983  used  in  the  current  PRIA  formula,  as  opposed  to  what  could  be  used,  are 
shown  in  figure  3.12.   The  1990  grazing  fee  based  on  current  weights  for  the 
16  Western  States  would  have  been  S2.71  per  AUM.  as  opposed  to  an  AUM 
weighted  fee  of  SI. 91  fthe  actual  1990  fee  based  on  11  Western  States  was 
SI. 81  per  AUM1. 

Figure  3.12:   Comparison  of  Alternative  Weightings  of  the  Private  Grazing 
Land  Lease  Rate  and  the  Beef  Cattle  Price  Index,  1990 

Current  Weighted  Values    AUM  Weighted  Value  1/ 

Private  Grazing  Lease  Rate 

11  State  $  8.87  $  8.42 

16  State  $  9.31  $  8.46 

Beef  Cattle  prices 

11  State  $67.47  $65.11 

16  State  $70.83  $65.68 

PRIA  Grazing  Fees 

16  State  $  2.71  $  1.91 

1/  Weighted  by  Permitted  to  Graze  Public  Rangeland  AUM's 

Alternative  Base  Periods;  The  PRIA  formula  currently  uses  a  multi-year  base 
period  of  1964  to  1968  or  each  of  the  indexes,  with  the  average  of  these 
years  set  to  equal  100.  The  base  period  for  the  PRIA  formula  corresponds 
with  the  1966  WLGS  and  the  $1.23  base  value. 

The  USDA's  NASS  recommends  that  the  base  period  for  all  indexes  used  in  a 
grazing  fee  formula  be  more  reflective  of  current  farming  and  ranching 
technology.  Updates  should  be  made  about  every  10  years.  Data  used  for  a 
grazing  fee  computation  must  be  consistent,  the  units  have  to  be  in 
agreement,  and  the  base  periods  for  each  of  the  formula  index  components 
should  be  the  same  or  as  closely  related  "as  possible.   State  level  indexes 
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for  the  FVI,  BCPI,  and  PPI  are  not  recommended .  Sample  sizes  at  the  State 
level  -^are  small  and  result  in  more  variability. 

a. 
Use  of  Actual  Data;   If  only  actual  data  are  used  in  the  grazing  fee  formula, 
there  will  always  be  a  time  lag,  unless  data  are  projected  forward.  This  lag 
in  the  responsiveness  of  the  data  to  reflect  a  change  in  conditions  can- 
compound  problems  if  conditions  shift  suddenly.  As  an  example,  an  up  or  down 
change  in  the  cattle  price  would  affect  the  following  year's  fee  rate  at  the 
very  earliest,  and  would  probably  impact  the  rate  2  years  later. 

Year-to-Year  Variability:  This  year-to-year  variability  can  be  reduced  by 
using  moving  averages.  The  use  of  multi-year  base  weight  periods  for  the 
indexes  reduces  the  risk  of  using  a  single  year  that  has  abnormal 
relationships. 

FORMULA  CONSTRUCTION 

Additional  modifications  to  PRIA  could  include  dividing  the  BCPI  by  the  PPI 
or  cost  of  production  index.  The  effect  of  using  a  ratio  f BCPI /PPT \   instead 
of  subtracting  PPI  from  BCPI  is  shown  for  1982-1991  in  Figure  3.13. 

Comparison  to  the  FYI  alSQ  ll  Shown t Using  the  BCPI /PPI  ratio,  as  Indicated 

by  the  graph,  tends  to  moderate  the  variable  effect  that  BCPI  and  ppi  have  on 
the  feef — Use  of  the  ratio  rather  than  the  absolute  difference  fBCPl  -  ppti 
would  prevent  the  sua  of  the  indexes  from  going  to  zero  or  becoming  a 
negative  number.  The  ratio  (BCPI /PPI 1  also  tends  to  reonce  the  spread  between 
the  two  differences  (i.e..  difference  between  the  fvt  and  the  fvt  +  bcpt  - 
PPI.  and  the  FVI  and  the  FVI  x  BCPI /PPI i. 


Figure  3.13: 


Comparison  of  the  PRIA  Formula,  the  PRIA  Formula  Using  a 
Ratio  of  the  Combined  Index,  and  the  FVT 
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PRIA  With  Technical  Modifications;   Using  all  of  the  technical 
modifications  discussed-previously  would  change  the  PRIA  formula  to  the 
following:. 

Calculated  Fee  =  Base  Value  X  (FVI  X  fBCPI/ICin 

100 

Technical  modifications  are:   (1)  compute  the  FVI  weighted  by  public  land 
AUM's  per  State  for  each  of  the  16  Western  States  instead  of  by  the  number 
of  private  grazing  leases  in  each  of  the  11  Western  States,  (2)  compute  the 
BCPI  weighted  by  public  land  AUM's  (as  in  number  1  above)  instead  of  by 
total  live-weight  cattle  sales  in  the  11  Western  States,  (3)  use  an  ICI 
that  includes  all  production  costs  of  farm  and  nonfarm  origin  instead  of 
the  present  PPI,  (4)  use  1989-1991  instead  of  1964-1968  for  a  base  period, 
and  (5)  use  a  ratio  of  the  BCPI/ICI  instead  of  subtracting  one  from  the 
other . 

The  combined  effect  of  these  technical  modifications  is  shown  in  some  of 
the  alternative  grazing  fee  formula  examples  in  the  next  chapter.   It 
should  be  noted  that  even  with  these  technical  modifications,  the  indexes 
(FVI,  BCPI,  and  ICI)  can  interact  to  cause  the  calculated  fee  to  go  below 
the  base  value. 
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Chapter  4.   IDENTIFICATION  AND  EVALUATION  OF  GRAZING  FEE  OPTIONS 

The  PRIA  requires  the  Secretaries  to  report  to  Congress  on  ".  .  .  their 
evaluations  of  the  fee  established  .  .  .  and  other  grazing  fee  options,  and 
their  recommendations  to  implement  a  grazing  fee  schedule  for  the  1986  and 
subsequent  grazing  years."  The  specification  of  grazing  fee  options  for 
evaluation  and  the  development  of  the  evaluation  criteria  are  described 
below. 

GRAZING  FEE  SYSTEM  REVIEWED 

In  1981/  the  FS  and  the  BLM  contracted  for  an  inventory  and  an  analysis  of 
grazing  fee  systems  used  by  other  Federal  agencies  and  State  and  local 
governments  in  the  16  Western  States  (Bartlett,  McKean,  and  Winger,  1983) . 
A  summary  of  the  fee  systems  identified  by  these  studies  is  shown  in  Figure 
4.1. 


Figures  4.1: 


Grazing  Fee  Systems  Reviewed  in  Formulating  Alternatives  to 
PRIA  Fee  System 
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This  study  identified  44  State  agencies,  63  local  governments,  and  11  other 
Federal  agencies  leasing  grazing  lands  in  the  16  Western  States.  The  1982 
average  fee  was  $6.44  per  AUM  for  grazing  lands  managed  by  each  of  these 
other  government  agencies.  Data  collected  during  the  study  indicated  that 
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approximately  52.7  million  acres  were  grazed  by  livestock  under  authority 
of  these  other  public  entities.   ThR  number  of  acres  managed  bv  State  Land 
Boards  and  Education  Departments  and  the  1991  grazing  fees  charged  are 

Shown  in  Append.!*,  B,  figure  B,13T Appendix  B.  Figure  B.14.  shows  the  1990 

and  1991  fees  charged  bv  these  State  agencies.  The  fees  per  AUM  ranged 
from  SI. 48  in  Arizona  to  Sll  in  Nebraska.   Formulas  were  the  most  common 
means  of  fee  determination  on  the  State  lands,  with  some  States  using  the 
PRIA  fee  formula.  Fee  methods  used  by  State  wildlife  agencies  and  other 
Federal  agencies  are  shown  in  Appendix  B,  Figure  B.15.  Bidding  is  the  most 
common  means  of  fee  determination  for  these  agencies.  There  was 
insufficient  time  to  update  all  the  data,  however  the  appraisal  contract 
updated  some  of  the  other  Federal  agencies  fee  data. 

Srasing  on  State  and  other  Federal  Aoencv  ranoelands  is  carried  out  to 
either  make  productive  use  of  lands  currently  not  needed  fnr-   primary 
Programs  or  to  facilitate  their  primary  pr^^ms,   Qn  fljiM  and  the  FS 
ranqeiands.  range  resource  management,  for  domestic  livestock  production  is 
a  IWJPr  Objective t — Under  the  multiple-use  mandate,  livestock  grazing. 
outdoor  recreation.,  wildlife  and  fisheries,  watershed  protection  and  t-tmher 
Production  are  legitimate  and  desirable  uses  of  national  forests  and  public 
rangelanflg. — As  a  management  tool,  grazing  mav  be  used  to  maintain  and 

restore  Plant  communities t By  managing  the  timing  and  duration  of 

livestock  use,  grazing  helps  improve  grass  and  crop  production,  control 
erosion,  recharge  ground- water  aouifers.  enhance  riparian  conditions,  and 
Provide  water  for  recreational,  agricultural  and  other  needs. 

GRAZING  FEE  SYSTEMS  CONSIDERED 

The  existing  PRIA  fee  system  and  the  following  five  alternative  grazing  fee 
systems  were  considered  by  the  FS  and  the  BLM.  These  alternatives  are 

updated  to  1991  values: 

1.  The  PRIA  formula  with  a  base  value  derived  by  updating  fcfafl  1966  base 
to  a  1990  value  and  technical  modifications  to  the  formula  indexes. 

2.  A  modified  PRIA  fee  formula  with  a  base  value  from  the  updated 
appraisal  and  technical  modifications  to  the  indexes. 

3.  The  PRIA  formula  with  technical  modifications  and  a  base  value 
derived  from  comhininn  the  updated  1966  to  1990  data  with  the  1991 
private  grazing  price  data. 

4.  A  modified  market  value  formula  which  uses  a  base  value  from  the 
updated  appraisal  for  either  westwide  or  pricing  area  application, 
with  the  FVT  weighted  by  public  land  AUM's  in  each  of  the  16  Western 
States. 

5.  Competitive  bidding  for  both  a  short-  and  long-term  grazing  permit. 

Some  alternative  fee  formulas  include  an  ability  to  pay  adjustment  (beef 
cattle  prices  and  costs  of  livestock  production)  to  help  stabilize  the 
public  lands  sector  of  the  Western  livestock  industry.  This  step 
recognizes  Congress'  concern  that  a  public  land  grazing  fee  system  "... 
should  prevent  economic  disruption  and  harm." 


34 


PRIA  FORMULA  (No  Change)  FEE  SYSTEM 

The  PRIA  grazing  fee  formula  was  discussed  in  Chapter  3.  The  PRIA  formula 
is  presented  in  this  chapter  as  the  "No  Change"  alternative;  it  also  serves 
as  a  basis  for  comparing  the  other  alternative  formulas  with  the  PRIA. 

Formula:   Calculated  Fee  =  $1.23  x  FVI  +  BCPI  -  PPI 

100 
Where: 

$1.23  =  the  1966  Base  Value 

FVI  ■  the  Forage  Value  Index 

BCPI  =  the  Beef  Cattle  Price  Index 

PPI  ■■  the  Prices  Paid  Index 

1992  Calculated  Grazing  Fee:  S1.92  per  AUM 


PRIA-UPDATED  BASE  VALUE  -FEE  SYSTEM 

Description:  This  alternative  uses  a  base  value  that  is  derived  from 
indexing  the  1966  WLGS  nonfee  costs  and  private  grazing  lease  rates  to  a 
1989-1991  base  period.  Updating 'the  1966  data  is  based  on  the  assumption 
that  the  relationship  of  private  lease  rates  to  nonfee  costs  has  not 
changed . 

The  1966  WLGS  used  an  economic  grazing  fee  model  described  in  Chapter  3. 
The  base  value  for  public  lands  was  equal  to  the  difference  between  total 
costs  of  operating  on  private  leased  grazing  lands  and  total  nonfee  costs 
of  grazing  public  rangelands.  This  difference  is  $1.26  per  AUM  for  cattle, 
and  $1.13  per  AUM  for  sheep.  Weighting  these  cost  figures  by  cattle  and 
sheep  AUM's  results  in  the  $1.23  per  AUM  base  value. 

The  formula  with  technical  modifications  is: 

Fee  =  BV  x  fFVI  x  fBCPI/ICin 

100 

Where : 

BV  ■    Base  Value  derived  by  updating  to  1990  the  1966  WLGS  results 

%_FVI  =   Forage  Value  Index  based  on  the  AUM  weighted  private  grazing 
land  lease  rate  for  the  16  Western  States,  1989-1991  =  100 

BCPI  =  Beef  Cattle  Price  Index,  existing  beef  cattle  prices 

weighted  by  AUM's  for  the  16  Western  States,  1989-1991  =  100 

ICI  =   Input  Cost  Index  (derived  from  National  Prices  Paid  Index), 
weighted  to  reflect  all  production  costs  (both  farm  and 
nonfarm  origin)  for  typical  cow-calf  operations  in  the 
western  region,  1989-1991  =  100 
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The  modified  indexes  and  their  derivation  are  shown  in  Figure  4.2.  For  the 
derivation  of  the  updated  base  value  see  Appendix  A.l. 

Figure  4.2:  Computation  of  Annual  Index  Values  for  FVI,  BCPI,  and  ICI,  and 
the  Basic  Price  Data  for  these  Indexes,  1989-1991 

Data      Fee     Beef  Cattle           Private  Lease         Input  Costs 
Ygax Year Prices BCPI Rate FVI     Index  fICI) 

1989-1991*  $69.64     100         $8.83      100        100 

1989  1990       $65.68      94  $8.46       96        100 

1990  1991       $71.29     102  $8.55       97        100 

1991  1992       $71.95     103  $9.47      107        100 

*Avgraqe  values  for  the  1989-1991  base  perjodt 

Application:  This  alternative  fee  formula  may  only  be  applied  on  a 
westwide  area  basis.  Application  westwide  uses  the  derived  base  value  of 
S2.93.  The  Formula  Factor  includes  the  technical  modifications  to  the  PRIA 
formula  and  is  the  product  of  the  FVI  X  BCPI /ICI  divided  by  100.  An 
example  of  the  fee  calculation  for  the  1991  fee  year  follows: 

1991  Fee  =  S2.93  x  .99  -  S2.90  per  head  month 

l 

An  example  of  this  alternative  for  the  3-year  period,  1990-1992,  is  shown 
in  Figure  4.3. 

Figure  4.3:  Westwide  Calculated  Fees  for  PRIA-Updated  Base  Value  Fee 
System,  1990-1992 

Data  Year      Fee  Year    Formula  Factor    Calculated  Fee  Per  Head  Month 

1989  1990  .90  $2.64 

1990  1991  .99  $2.90 

1991  1992  1.10  $3.22 


MODIFIED  PRIA  FEE  SYSTEM 

Description:   The  Modified  PRIA  formula  uses  the  same  technical  changes 
that  were  included  in  the  preceding  alternative  formula,  PRIA-Updated  Base 
Value.   This  alternative  differs  from  the  previous  alternative  through  use 
of  a  base  value  derived  from  the  appraised  market  value  of  public  land 
grazing. 
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The  annual  calculated  fee  for  grazing  is  derived  from  the  following  fee 
formula: 

Fee  =  BV  x  fFVI  x  (BCPI/ICin  . 

100 

Where: 

BV  =  Base  Value  for  pricing  areas  or  westwide  (dollars  per 
head  month)  from  grazing  market  rental  appraisal. 

Other  Indexes  ■  Weighted  FVI,  BCPI  and  ICI  used  in  the  PRIA-Updated 

Base  Value  Alternative  Fee  System 

Application:  This  alternative  fee  formula  may  be  applied  on  either  a 
westwide  or  a  pricing  area  basis.  Application  westwide  uses  the  appraised 
value  (advance  payment)  of  the  lowest  pricing  area  (Area  5  =  S4.68)  as  the 
BV.  Use  of  the  lowest  appraised  value  (S4.68  per  AUM)  is  based  on  the 
economic  alternative  cost  doctrine  ".  .  .that  a  buyer  will  not  pay  a  fee 
substantially  in  excess  of  the  amount  that  he/she  must  pay  for  his  next 
best  alternative  or,  conversely  that  an  agency  should  receive  a  return  at 
least  equal  to  the  yield  that  could  be  realized  from  the  next  best 
alternative  use  of  the  land  (Denio,  Fulcher,  Powell,  Rader,  and  Ramsbacher, 
1967.") 


•i« 


ft. 


Two-thirds  (67  percent)  of  the  public  rangeland  forage  (AUM's)  was 
appraised  at  values  higher  than  $4.68  per  AUM  (i.e.  from  $6.39  to  S10.26 
per  AUM. )   The  use  of  S4.68  per  AUM  underprices  approximately  61  percent  of 

the  forage  westwide t If  the  updated  appraised  values  per  pricing  area  were 

weighted  bv  the  public  land  AUM's  the  westwide  value  would  be  S6.42  per 
AUM.  A  westwide  average  value  would  over  price  one-half  of  the  forage  and 
under,  price  the  remainder. 

An  example  of  the  westwide  fee  calculation  for  the  1991  fee  year  follows. 
The  computation  of  the  westwide  grazing  fee  for  the  years  1990  to  1992  is 
shown  in  Figure  4.4. 

1991  Fee  =  $4.68  x  .99  =  S4.63  per  head  month 
Figure  4.4:  Westwide  Values  of  the  Modified  PRIA  Fee  System,  1990-1992 


Pata.  year Fee  Year Formula  Factor calculated  Fee  Per  Head  Month 

1989  1990  .90  $4.21 

1990  1991  .99  $4.63 

1991  1992         1.10  $5.15 


Application  by  pricing  areas  uses  the  appraised  value  (advance  payment)  as 
the  new  BV  and  the  formula  factors  shown  in  Figure  4.4.   The  economic  value 
1990  fee  computation  for  1991  and  1992  by  pricing  area  is  shown  in  Figure 
4.5.  .'_ 
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Figure  4.5:  Modified  PRIA  Calculated  Grazing  Fees  for  Individual  Pricing 
Areas  1-6,  1990-1992 


Fee  Year 


BV 


Formula 

Factor 


1990 

0.90 

1991 

0.99 

1992 

1.10 

Area  1 Area  2 Area  3  Area  4  Area  5  Area  6 


$10.26    $6.39    $7.74    $6.39    $4.68    $6.85 


$  9.23 
$10.15 
$11.29 


$5.75 
$6.33 
$7.03 


$6.94 
$7.66 
$8.51 


$5.75 
$6.33 
$7.03 


$4.63 
$5.10 
$5.15 


COMBINED  VALUE  FEE  SYSTEM 


$6.17 
$6.78 
$7.54 


The  Combined  Value  fee  formula  uses  the  1966  WLGS  data  and 
the  indicated  westwide  value  of  public  land  grazing  of  S6.84  per  aum. 

Updating  the  1966  WLGS  value  to  1990  resulted  in  an  updated  base  value  of 
S2.93  per  AUM.   This  value  was  derived  by  subtracting  the  updated 
differential  cost  (i.e.,  the  difference  in  costs  of  grazing  public 
rangelands  as  opposed  to  leased  private  rangelands)  from  the  updated  1966 
private  grazing  land  lease  rate.   See  Appendix  A. 2  for  the  derived  base 
value.  This  approach  combines  historically  used  fee  value  estimates  with 
1991  indicated  westwide  market  value  for  public  land  grazing  with  equal 
weight.   These  values  also  could  be  weighted  differently.   Giving  these 
values  equal  weight  results  in  a  base  value  of  S4.88. 


The  formula  is: 


Fee  =  BV  x  (FVI  x  (BCPI/ICIU 

100 


Where: 


BV  =  Base  Value  derived  by  averaging  the  S6.84  arrived  at 

through  market  analysis  and  the  S2.93  arrived  at  through 
updating  the  1966  WLGS  data. 


Other  Indexes  =  Weighted  FVI,  BCPI  and  ICI  used  in  the  PRIA-Updated  Base 

Value  Alternative  Fee  System 

Application:   This  fee  alternative  would  only  be  applied  westwide 

(16  western  States).  An  example  of  the  1991  westwide  application  follows. 

The  calculated  fee  for  1990  to  1992  for  this  alternative  is  shown  in  Figure 

4.6. 

1991  Fee  =  S4.88  x  .99  =  S4.85  per  head  month 

Figure  4.6:  Westwide  Calculated  Grazing  Fees  for  the  Combined  Value  Fee 
System,  1990-1992 


Data  Year 


Fee  Year Formula  Factor Calculated  Fee  Per  Head  Month 


1989 
1990 
1991 


1990 
1991 
1992 


.90 

.99 

1.10 


$4.41 
$4.85 
$5.39 
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MODIFIED  MARKET  VALUE  FEE  SYSTEM 

Description;  This  alternative  uses  the  1983  grazing  rental  appraisal 
estimates  of  market  value  of  forage  as  the  base  value  and  the  forage  value 
index  as  the  annual  adjustment  factor.  This  alternative  can  be  applied  on 
either  a  westwide  basis  or  by  pricing  area.  The  formula  only  considers  the 
market  value  of  grazing.  The  formula  is: 

Fee  =  BV  x  FVT 
100 

Where:       BV   =  Base  Value  through  Market  Rental  Appraisal  by  animal 

class  for  pricing  areas  or  westwide  (dollars  per  head 
month ) 

FVI  =  Forage  Value  Index  based  on  the  AUM  weighted  private 
grazing  land  lease  rate  for  the  16  Western  States, 
1989-1991  =  100 

Application:  The  Modified  Market  Value  fee  system  can.  either  be  applied  on 
a  westwide  or  a  regional  basis.  A  1991  example  of  westwide  application  for 
mature  cattle  is  based  on  the  lowest  pricing  area  values  by  animal  class. 
The  westwide  application  uses  the  lowest  appraised  value  (Price  Area  5 
value  of  S4.68  per  AUM)  for  the  reasons  stated  under  the  Modified  PRIA  Fee 
System  as  follows: 

1991  Fee  = S4.68  x  .97  =  S4.54  per  head  month 

Fees  may  also  distinguish  between  mature  cattle,  yearling  cattle,  and 
sheep.  Calculated  fees  for  the  years  1990  to  1992  by  animal  class  for 
westwide  applications  of  this  alternative  fee  system  are  shown  in 
Figure  4.7. 

Figure  4.7:   Westwide  Calculated  Grazing  Fees  For  the  Modified  Market 
Value  Fee  System  by  Animal  Class,  1990-1992 


Patfl  Year Fee  Year FVT  7100  Mature  Cattle  1/  Yearlings  2/  Sheep  3/ 

BV:                                $4.68             $4.77  $  .95 

1989  1990       0.96        $4.49             $4.58  $  .91 

1990  1991       0.97        $4.54             $4.63  $  .92 

1991  1992       1.07        $5.01             $5.10  $1.02 


1/  Mature  Cattle  based  on  price  Area  5 

2.1     Yearlings  based  on  price  Area  6 

3_/  Sheep  appraised  on  a  westwide  basis 
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An  example  of  a  fee  for  yearlings  in  pricing  area  3  for  1991  is  as  follows: 
1991  Fee  ■ S6.03  x  .97  ■  S5.85  per  head  month 

The  regional  application  would  use  the  appraised  base  value  by  animal  class 
for  each  pricing  area.   It  would  vary  by  region,  as  shown  in  Figure  4.8. 


Figure  4.8:    Calculated  Grazing  Fees  by  Animal  Class  and  Pricing  Areas 
with  Modified  Market  Value  Grazing  Fee  System,  1990-1992 

Fee  Year   FVI/1QQ 

Area  1 

Area  2 

Area  3 

Area  4 

Area  5 

Area  6 

Mature  Cattle  BV: 

$10.26 

$  6.39 

$  7.74 

$  6.39 

$  4.68 

$  6.85 

1990  0.96 

1991  0.97 

1992  1.07 

$  9.85 
$  9.95 
$10.98 

$  6.13 
$  6.20 
$  6.84 

$  7.43 
$  7.51 
$  8.28 

$  6.13 
$  6.20 
$  6.84 

$  4.49 
$  4.54 
$  5.01 

$  6.58 
$  6.64 
$  7.33 

Yearlings  BV: 

$  7.74 

$  5.26 

$  6.03 

$  5.85 

$  4.68 

$  4.77 

1990  0.96 

1991  0.97 

1992  1.07 

$  7.43 
$  7.51 
$  8.28 

$  5.53 
$  5.59 
$  6.16 

$  5.79 
$  5.85 
$  6.45 

$  5.62 
$  5.67 
$  6.26 

$  4.49 
$  4.54 
$  5.01 

$  4.58 
$  4.63 
$  5.10 

COMPETITIVE  BID  FEE  SYSTEM 

Competitive  bidding  is  an  efficient  and  effective  system  for  measuring  and 
acquiring  fair  market  value.  Such  a  procedure  would  reflect  the  fair 
market  value  and  would  account  for  the  variations  in  the  conditions  and 
values  related  to  livestock  grazing.  The  amount  that  the  user  pays  and 
that  the  public  receives  is  equivalent  to  what  each  would  be  expected  to 
pay  or  receive  if  they  were  private  individuals  involved  in  private 
transactions.   It  also  should  be  recognized  that  major  obstacles,  such  as 
changes  in  law  and  policy,  would  have  to  be  overcome  before  competitive 
bidding  could  be  implemented.  The  competitive  bid  alternative  would 
require  some  legislative  and  regulatory  changes.  Two  subalternatives  are 
presented.  The  long-term  competitive  bidding  system  would  correspond  to 
the  10-year  term  permit  for  security  of  tenure.  The  short-term  method 
would  use  a  bonus-bid  method  that  would  lock  fees  in  for  the  short-term 
permitted  use  period. 

Long-Term  Competitive  Bid  System.  10-Year  Term  Permit 

Competitive  bidding  would  be  used  to  establish  grazing  fees  for  10-year 
term  permits  for  established  allotments.  Fair  market  value  may  not  be 
achieved  if  there  is  an  absence  of  bidding  competition.   Some  Federal 
grazing  leases  may  have  only  a  single  interested  bidder;  therefore,  the 
grazing  fee  would  be  equal  to  a  minimum  acceptable  bid.  This  process  would 
avoid  excessively  low  bids  in  case  of  no  competition.  The  successful 
bidder's  fees  over  the  life  of  the  contract  lease  (10-year  bid  period)  may 
be  adjusted  through  use  of  the  FVI  or  other  alternative  fee  adjustments, 
such  as  an  index  that  reflects  the  price  of  hay  or  other  feed  substitutes. 
If  fees  are  indexed,  the  formula  for  the  annual  updating  of  the  fee  is: 

40 


Fee  =  BV  x  Index 
t *  '  100 

Where:  BV  ■  Base  ^alue  derived  from  the  competitive  bid  or  minimum  bid 
price 

Index  =   Index  of  private  grazing  land  lease  rates  or  cost  of 
alternative  feed  sources 

Short-Term  Competitive  Bid  System.  3-Year  Term  Permit 

The  Short-Term  Competitive  Bid  fee  system  would  generally  follow  the  same 
procedures  as  the  long-term  pricing  method.  The  primary  exceptions  are: 
(1)  a  3-year  term  permit,  and  (2)  no  adjustment  for  market  changes  during 
the  permit  period.  The  Short-Term  Competitive  Bid  system  would  implicitly 
reflect  changes  in  the  grazing  rental  market.  Fair  market  value  may  not  be 
achieved  if  there  is  an  absence  of  bidding  competition  such  as  a  single 
interested  bidder;  therefore,  the  grazing  fee  would  be  equal  to  a  minimum 
acceptable  bid.  Fees  during  the  life  of  the  permit  period  would  be  fixed 
through  the  minimum  bid  price  plus  a  bonus  bid,  the  sum  of  which  would 
establish  market  value.  Grazing  fees  would  be  established  through  the 
following  fee  process. 

Fee  Determination:  _.^ 

.^ ,   Three  Year  Grazing  Fee  =     Value  set  by  Appraisal  or  Minimum  Bid 

Price  plus  Bonus  Bid. 

ALTERNATIVE  IMPLEMENTATION  SCHEDULES 

The  impact  of  grazing  fee  changes  on  permittee  ranchers  can  be  graduated 
over  time  by  employing  alternative  implementation  schedules.  The 
alternative  schedules  presented  are:   15  percent  limitation,  25  percent 
limitation,  33.3  percent  limitation,  and  50  percent  limitation  on  the 
change  from  the  previous  year  in  any  year.  These  rates  all  result  in  a 
graduated  but  accelerating  implementation  in  successive  years.  This  makes 
the  earlier  year  adjustments  more  gentle  and  later  year  adjustments 
stronger  as  operating  adjustments  are  made.  Any  change,  in  fee  policy  that 
results  in  an  increase  above  PRIA  fee  rates  could  be  implemented  over 
either  a  3-,  5-,  or  10-year  period  to  reduce  economic  impacts.  The  1992 
PRIA  grazing  fee  level  is  SI. 92  per  animal month.  Using  the  appraised  value 
of  S4.68  per  head  month  (Area  5)  for  illustration,  Figure  4.9  shows  the 
number  of  years  that  it  would  take  to  reach  market  value  under  the 
implementation  schedule.  The  calculations  make  no  adjustment  for  inflation 
or  deflation. 

The  50,. percent  limitation  would  allow  the  fee  to. reach  the  level  of  the 
Modified  Market  Value  fee  system  in  4  years.   This  contrasts  with  the  15 
percent  limit  which  would  not  reach  the  Modified  Market  Value  fee  level 
until  the  seventh  year.   The  degree  of  impact  to  public  permittees  would  be 
inversely  proportional  to  the  speed  of  implementation.   The  amount  of  real 
Government  revenues  will  depend  on  the  amount  of  time  taken  to  implement  a 
change  in  grazing  fee  system.   The  calculations  in  Figure  4.9  are  for 
illustration  only  and  do  not  imply  a  preferred  grazing  fee  system: 
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Figure  4.9:   Alternative  Implementation  Schedules  to  Phase  in  Fee  Changes 
From  the  1992  Grazing  Fee  Level  SI. 92  per  AUM 


—  Years  to  Achieve 
4     5     6     7 


_10_ 


50%  Limit 
33.3%  Limit 
25%  Limit 
15%  Limit 


■ dollars  per  head  — 

1.92  2.88   4.32   4.68 

1.92  2.56   3.41   4.55   4.68 

1.92  2.40  3.00   3.75   4.68 

1.92  2.21  2.94  3.38   3.89  4.47   4.68 


The  above  shows  a  direct  linear  change.  Annual  changes  in  formula  indexes 
will  affect  incremental  increases  to  reach  a  base  value  above  the  current 
base. 
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CHAPTER  5.   EFFECTS  OF  FEE  LEVEL  CHANGES 

This  chapter  provides  background  information  and  examines  the  sensitivity  of 
specific  factors  such  as:  herd  size,  dependency  of  the  permittee  on  public 
lands.  State  differences  in  economic  conditions,  short  and  long-term  impacts 
and  the  economic  viability  of  ranching  operations. 

PERMITTEE  INCOME  EFFECTS 

Average  Ranch  Budget?:  The  analysis  of  economic  effects  on  permittees  is 
based  on  a  USDA  ERS  analysis  of  representative  ranch  budgets.  The  ERS 
developed  427  cattle  budgets  and  73  sheep  budgets  and  these  were  aggreqated 
to  represent  typical  permittees'  ranching  operations  in  13  Western  States 
•*"'  t,;8*)'  Areas  on  which  budgets  were  prepared  are  shown  in  Figure  5.1. 
The  1992  State  budgets  were  indexed  to  1990  for  e*nh  state.  These  were 
aggregated  to  develop  a  13  State  average  Cat.t1P  hudaetlnd  a  ni^fff^f 
average  Sheep  frKlgftt,  The  average  budgets  were  used  to  develop  a  computer 
program  that  examined  the  changes  in  total  sales,  net  returns  above  cash 
costs,  and  net  returns  with  all  costs  covered,  including  capital  replacement 
costs,  as'-  a  result  of  changes  in  the  grazing  fee.  A  short-run  analysis 
focuses  on  the  returns  above  cash  costs  since  cash  costs  must  be  covered  for 
the  rancher  to  remain  in  business.  The  rancher  often  can  postpone  payments 
tor  capital  replacements,  returns  to  management,  and  family  labor 
Therefore,  if  cash  costs  are  covered,  the  rancher  can^stay  in  business,  at 
least  in  the  short  run.  In  the  long  run,  equipment  must  be  replaced  and  some 
return  must  be  given  to  land  and  management  if  the  rancher  is  expected  to 
stay  in  business.  The  analysis  examines  short-term  economic  effects 
long-term  economic  impacts  when  all  costs  must  .be  paid  under  present 
technology  and  current  market  and  financial  conditions. 

Figure  5.1:   Geographic  Locations  Represented  by  Ranch  Enterprise  Budgets 


e  t*ui  bid.  uo  luosrn 
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Permittee  Dependency  On  Federal  Forage:  The  level  of  dependency  is 
important  in  analyzing  the  effects  of  fee  changes  on  a  livestock  business. 
A  cow  herd  that  is  dependent  on  Federal  rangeland  for  50  or  more  percent  of 
its  annual  feed  supply  will  be  affected  more  by  a  fee  increase- than  a  herd 
that  depends  on  the  Federal  range  for  only  10  percent  of  its  feed  supply. 
Figure  5.2  shows  the  average  level  of  dependence  of  permittee  businesses  on 
the  Federal  rangelands  and  the  total  number  of  permittees.   It  is  important 
to  note  that  the  data  are  based  on  the  total  forage  needs  of  the  producer's 
livestock  herd  rather  than  the  amount  of  range  grazing  required.   Producers 
in  the  arid  southwest  are  the  most  dependent.   In  these  States,  where  large 
amounts  of  Federal  lands  exist,  many  producers  graze  public  rangelands 
yearlong.   Cattle  producers  in  Arizona,  New  Mexico,  Nevada,  and  Utah 
average  more  than  a  30  percent  level—with  Arizona  the  highest  at  60 
percent.  Montana  permittees  have  the  lowest  dependence  level  for 
cattle— averaging  only  11  percent.  The  median  dependency  level  is  23 
percent.  The  states  of  Idaho,  Oregon,  and  Wyoming  are  at  this  level.  Most 
sheep  producers  with  permits  are  heavy  users  of  public  rangeland.  Those  in 
New  Mexico  are  dependent  for  almost  half  their  feed  supply.  Utah  and 
Nevada  also  are  high,  averaging  more  than  40  percent. 

Figure  5.2:  Average  Dependency  Level  of  Permittee  Livestock  Businesses  on 
Federal  Rangeland  for  Annual  Feed  Supply  in  13  Western  States 


Dependency  1/ 

Permittees  2/ 

Cattle 

Sheep  3_/ 

Percent 

Percent 

Percent 

Number 

of  Total 

Arizona 

60 

* 

1090 

4 

California 

15 

24 

1465 

6 

Colorado 

25 

37 

2670 

10 

Idaho 

23 

35 

3675 

14 

Montana 

11 

35  . 

4710 

18 

Nebraska 

13 

* 

120 

— 

Nevada 

36 

43 

930 

3 

New  Mexico 

44 

49 

3000 

11 

Oregon 

23 

27 

1790 

7 

South  Dakota 

12 

* 

640 

2 

Utah 

35 

47 

3110 

12 

Washington 

13 

* 

450 

2 

Wvomina 

23 

29 

2940 

11 

1/ Dependency  is  defined  as  AUM's  of  feed  provided  by  Federal  rangeland 
divided  by  total  annual  AUM's  required  by  the  entire  livestock  herd. 

2/Forest  Service  and  Bureau  of  Land  Management  Records 

2/Sheep  budgets  were  not  prepared  in  these  States  (*)  due  to  low  numbers  of 
sheep  grazing  public  rangelands. 
Source:   Gee,  1984 

Changes  in  Returns  Above  Short-Term  Cash  Costs:   The  short-term  changes  in 
returns  above  cash  costs  (net  ranch  cash  income)  on  the  average  permittee 
livestock  operation  in  13  Western  States  are  shown  in  Figure  5.3.   These 
impacts  are  based  on  permittee  livestock  enterprise  budgets  collected  and 
analyzed  by  the  USDA's  ERS  for  the  FS  and  BLM.   When  the  grazing  fee  was 
increased  from  SI. 81  to  S9.19  per  AUM,  net  returns  above  cash  costs 
declined.   This  reflects  the  increased  cost  of  forage  and  associated 
interest  on  operating  capital.   In  1990  the  results  show  a  positive  return 
in  every  case.   In  the  short-term,  the  average  producer  would  be  able  to 
cover  production  costs  while  maintaining  current  herd  levels. 
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In  the  short-term  herd,  size  and  gross  income  remain  constant  under  each 
fee  level,  but  mayichange  over  a  longer  period  (Gee,  1984).  This  also 
assumes  that  permittees  would  be  able,  in  the  short  run,  to  defer  cash 
interest  costs  on  any  intermediate  or  long-term  debt. 


Figure  5.3: 


Changes  in  Returns  Above  Variable  Cash  Costs  for  an  Average 
Livestock  Operation  at  Different  Fee  Levels,  1990 


State 


Returns  Abnve  Cash  Costs  At  Different  Fee  Levels — U — 

PRIA   UPDATED  MODIFIED   COMBINED  NASS  1990 
1990   PRIA     MARKET  MARKET  PRIVATE 
VALUE  VALUE    LEASE 
RATE 

Gross    2.1 

Income  SO. 00  S1.81   S2.93    S4.68 $4,88 3^12 


Cattle: 

Arizona 

California 

Colorado 

Idaho 

Montana 

Nebraska 

Nevada 

New  M6xico 

Oregon 

S .  Dakota, 

Utah 

Washington 

Wyoming 
13'  State  Average 
Sheep  2/ 

California 

Colorado 

Idaho 

Montana 

Nevada 

New  Mexico 

Oregon 

Utah 

Wyoming 
9  State  Average 


291 
345 
396 
333 
409 
422 
305 
348 
367 
345 
326 
393 
391 
364 


.--  d 


1/ 


56 
61 
61 
57 
58 
53 
61 
58 
59 
_5S_ 


dollars  per  cow — 

171  154  143  126 
133  126  121  114 
163  156  152  145 
111  105  101  95 
179  176  174  171 
208  205  203       200 

*127  115  108  ■**.--££ 

202  189  181       169 

172  166  162  156 
103  100  98  95 
133  128  122  113 
155  151  149  146 
178  172  168  163 
159  152  148       141 

-dollars  per  ewe- 


124 
114 
144 

94 
171 
200 

96 
167 
155 

94 
111 
145 
162 
140 


19 
23 
27 
19 
32 
18 
7 
25 
20 
2A. 


18 
22 
26 
18 
30 
15 
6 
23 
19 
22. 


17 
21 
25 
17 
28 
14 
5 
21 
18 
21. 


16 
19 
23 
16 
26 
12 
4 
19- 
17 
20 


16 
19 
23 
16 
26 
11 
4 
18 
17 
_2J2_ 


83 

96 

128 

80 

164 

192 

69 

137 

141 

87 

88 

137 

148 

124 

13 
15 
19 
12 
21 
6 
1 
13 
14 

_lfi- 


ZJ 
37 


Cash  costs  do  not  include  value  of  family  labor,  capital  replacement 
allowance  (depreciation)  or  interest  on  intermediate  or  long-term  debt. 
Assumes  free  grazing. 

Sheep  budgets  were  not  prepared  for  Arizona,  Nebraska,  South  Dakota,  or 
Washington  due  to  low  numbers  of  sheep  grazing  public  lands  in  these 
States . 
Changes  in  Returns  Above  All  Costs;  Figure  5.4  shows  the  impact  of  increased 
grazing  fees  on  dollar  returns  above  all  costs  on  a  per  cow  or  ewe  basis  where 
all  costs  must  be  paid,  if  the  permittee  is  to  stay  in  business.  This  analysis 
does  not  attempt  to  estimate  economic  impacts  under  a  long-term  projected 
situation.   It  simply  shows,  under  1990  conditions  at  varying  fee  levels,  the 
economic  impact  (i.e.  reduced  returns  above  all  costs)  when  all  costs  must  be 
paid.   The  analysis  uses  average  ranch  budgets  indexed  by  ERS  for  the  year  1990 
adjusted  for  a  ten  percent  debt/asset  relationship.   Economic  conditions  for 
the  livestock  industry  in  1990  are  improved  from  the  1982  conditions  reflected 
in  the  1986  fee  report. 
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Figure  5.4: 


Changes  in  Returns  Above  All  Costs  for  an  Average  Livestock 
Operation  at  Different  Fee  levels,  1990 


Returns  Above  All  Costs  At  Different  Fee  Levels   1/  2/  2/ 

PRIA   UPDATED   MODIFIED  COMBINED   1990 


1990 


PRIA 


MARKET 
VALUE 


MARKET 
VALUE 


State 


Gross 
Income 


PRIVATE 
LEASE 
RATE 


SO. 00  4/  SI. 81   S2.93 


S4.68   S4.88   S9.19 


Cattle: 
Arizona 
California 
Colorado 
Idaho 
Montana 
Nebraska 
Nevada 
New  Mexico 
Oregon 
S.  Dakota  5_/ 
Utah 

Washington 
Wyoming 

13  State  Average 
Sheep  £/  - 
California' 
Colorado 
Idaho 
Montana 
Nevada 
New  Mexico 
Oregon 
Utah 
Wyoming 
9  atate  Average 


291 
345 
396 
333 
409 
422 
305 
348 
367 
345 
326 
393 
391 
364 


88 
48 
60 
11 
88 

104 
46 

110 
93 

-14 
31 
22 
73 
65 


70 
41 
53 
5 
85 

101 
35 
97 
87 

-18 
21 
27 
67 
58 


-dollars  per  cow- 


59 
36 
49 
1 
83 
99 
28 
89 
83 
-19 
15 
16 
63 
54 


43 
29 
42 
-5 
80 
96 
17 
77 
77 
-23 
6 
13 
58 
47 


40 
28 
41 
-5 
80 
96 
15 
76 
76 
-23 
5 
12 
57 
46 


1/ 


. dollars  per  ewe 

58       2      11  0     -1 

61        8      7     6  4      4 

61        9      7     6  5      4 

57  0     -1    -2  -4     -4 

58  14  11  10  8  8 
53  -4  -6  -7  -10  -10 
61      -17    -19   -19         -21    -21 

58  6      4     3  0      0 

59  3      11         _i-i 
-53 _5 4 3 1      l 


-1 
11 
25 

-20 
73 
88 

-12 
45 
62 

-30 

-19 

4 

43 

30 

-3 

0 

1 

-7 

2 

-15 

-24 

-6 

-4 

.=3_ 


All  CPStS  include  standard  cash  costs,  interest  on  intermediate  and  long- 
term  debt  value  of  family  labor  and  capital  replacement  allowance 
( depreciation K 

21       In  the  update  of  the  budgets,  the  quantities  of  inputs  (e.g..  amount  of 
fuel  Purchased!  and  outputs  (e.g.  lbs  of  beef)  were  held  constant,  (i.e.. 
no  technical  changes ). 

Returns  are  adjusted  for  10  percent  debt/asset  ratio.  This  ratio  is  based 
on  data  from  beef  cattle  operations  in  the  13  western  states  with  gross 
sales  of  $40,000  or  more  (at  least  one  half  of  which  are  from  beef  cattle 
sales)  who  reported  leased  grazing  on  an  AUM  basis  (source:  1990  Farm  Cost 
and  Return  Survey). 
Assumes  free  grazing. 

South  Dakota  sold  fewer  pounds  of  beef  than  other  States  and  had 
relatively  higher  hay  costs. 

Sheep  budgets  were  not  prepared  for  Arizona,  Nebraska,  South  Dakota,  or 
Washington  due  to  low  numbers  of  sheep  grazing  public  lands  in  these 
States. 


1L 


4/ 

57 

67 


The  interest  on  debt  included  in  the  calculation  of  all  costs  is  based  on  the 
assumption  that  level  of  indebtedness  for  permittees  is  about  the  same  as  it 
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is  for  all  of  the  Western  livestock  industry.  The  data  show  that  returns 
above  all  costs  are  negative  for  the  average  permittee  cattle  operation  in 
SPUtn  PaKPtfl  at  all  fji  levels. — Additionally,  net  returns  are  negative  for 
Arizona.  Idaho,  Nevada,  and  Utah  at  NASS's  1990  private  land  lease  rate. 
Average  Sheep  operations  show  negative  returns  at  various  fee  levels  for 
California,  Montana,  New  Mexico.  Oregon.  Utah,  and  Wyoming. 

Distribution  of  Aggregate  Financial  impacts.  Figure  5.5  shows  the 
distribution  of  permittees  and  grazing. fee  costs  by  permittee  herd  size  shown 
in  Figure  1.2.  The  aggregate  financial  impact  of  a  change  in  grazing  fees 
varies  proportionately  with  the  distribution  of  AUM's.  An  increase  in  fees 
Of  SI  Per  AUM  would  increase  total  crazing  fee  costs  to  the  FS  and  BT.M 
Permittees  bv  about  317. 4  million. 

About  S3. 9  million  (51  Percent  of  the  S17.4  million^  would  he  paid  bv  T.snn 
Permittees  in  the  large  Permittee  size  class.   These  permittees  represent  15 

Percent  Of  all  Permittees, About  II.2OO  small  livestock  permittees,  who 

represent  48  Percent  Of  the  Permittees,  would  pay  about  S2.S  million  or  ahont 
13  Percent  Of  the  total  dollar  increase  in  fees.   The  S7.7  million  balance  nf 
the  total  fee  increase  would  be  paid  by  about  12.200  medium  herd  si^e 
Permittees,  representing  37  percent  of  the  permittee^ 


Figure  5.5: 


Distribution  of  Permittees  and  a  $1  Increase  In  Fee  Costs  by 
Herd  Size  Class  for  All  Permittees  1/ 


Permittees 


Grazing  Fee  Cost  ($) 


Percent  of  Total 


Smo 

1-99  Head 


Medium 
100-500  Head 


Large 
Over  500  Head 


1/   Fourteen  percent  of  26,900  permittees  have  both  FS  and  BLM  grazing 
permits,  therefore,  the  total  number  of  operations  is  23,645. 
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Fiqure  5.6:    Impacts  of  Alternative  Grazing  Fee  Levels  on  Cattle 

Enterprise's  Return  Above  Variable  Cash  Costs  of  Public 
Rangeland  Permittees,  1990  1/ 


Grazing  Fee 


-Combined  FS/BLM 

Small  Medium    Large 


-dollars  per  cow  Zl  • 


$1.81  1990  PRIA  Fee 


148  150  189 

$2  ".9  3  Updated*  PRIA"  133  144  184 

$4.68  Modified  Market  124  136  177 

$4.88  Combined  Market  Value       123  135  176 

$9.19  Private  Lease  Rate  2/       101  114  158 


U_      Cash  Costs  do  not  include  value  of  family  labor,  capital  replacement 

allowance  (deprecitation)  or  interest  on  intermediate  or  long-term  debt. 
2J       Rounded  to  nearest  one  dollar. 
2J       1990  $/AUM  (National  Agricultural  Statistics  Service) 

"There  are  economies  of  size  in  livestock  production  which  can  affect  a 
permittee's  ability  to  assimilate  fee  increases  (Gee,  1984)."  Enterprise 
costs  and  returns  for  different  sizes  of  cattle  and  sheep  herds  prepared  by 
the  ERS  indicate  that  larger  herds  usually  have  lower  costs  per  head  and 
large  returns  above  cash  costs  than  smaller  herds  as  well  as  a  lower 
dependency  level.  This  is  also  illustrated  by  livestock  budgets  prepared  by 
the  ERS  for  FS  and  BLM  permittees.  This  gives  the  permittees  with  large 
herds  more  flexibility  in  diverting  additional  resources  to  pay  higher 
grazing  fees. 

"Since  larger  herds  generally  depend  less  on  public  rangelands  than  medium  or 
small  herds  and  usually  have  higher  returns  above  cash  costs,  they  should  be 
impacted  less  by  fee  increases.  Returns  above  cash  costs  as  fees  increase 
are  reduced  much  less  with  large  herds  than  with  small  herds.  In  most 
geographical  areas  [in  the  16  Western  States]  this  pattern  of  response 
occurred.   In  the  few  exceptions  [of]  higher  dependencies  with  large 
[livestock]  herds  [fee  increases]  resulted  in  greater  .  .  .  impacts  on  return 
above  cash  costs  (Gee,  1984.") 

Generally,  BLM  permittees  with  medium  size  herds  and  FS  permittees  with  large 
size  herds  are  more  economially  efficient  since  they  have  higher  returns 
above  cash  costs  per  cow.  Fee  changes  may  cause  some  changes  in  the  size  of 
cattle  herds  and  possibly  some  nonuse  of  Federal  rangelands.   This  will  occur 
in  each  of  the  size  groups,  but  predominate  in  the  medium  herd  size  groups 
of  FS  permittes  and  the  small  herd  size  group  for  the  BLM. 

Fee  Costs,  Forage  Dependency  and  Livestock  Prices:  The  level  of  dependency 
and  percentage  tht  grazing  fee  costs  are  of  total  cash  costs  are  primary 
indicators  of  the  potential  economic  impact  of  fee  level  changes.   Figure  5.7 
compares  economic  impacts  under  situations  of  high,  low,  and  median  (mid 
level)  dependency  on  public  rangeland  forage.   Of  the  13  Western  States 
included  in  the  ERS  analysis,  the  average  Arizona  cattle  operation,  at  60 
percent,  has  the  highest  level  of  forage  dependency.  The  average  cattle 
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S8.953  at  a  fee  of  SI. 81  per  AUM.   An  increase  in  fees  by  S2.19  per  AUM  to 

the  S4/AUM  fee  level  would  increase  total  fee  costs  bv  S10.832  annually. — A 
little  more  than  5  cents  per  pound  increase  in  live-weiaht  beef  cattle 
prices,  under  1990  prices  and  costs  of  production,  would  be  required  to 
offset  the  increase  in  fees.   The  increased  cost  does  not  include  interest  on 
the  increased  fee  cost. 


a  wide  range  in  profitability  among  livestock  enterprises  within  a 
s  well  as  between  States;  and  this  affects  the  potential  economic 


There  is 
State,  as 

impact  of  fee  changes.  Variable  factors  of  location,  climate,  topography 
and/or  physiography,  along  with  management,  and  resource  availability,  will 
affect  the  economics  of  each  livestock  enterprise.   In  1990,  as  shown  in 
Figure  5.8,  gross  income  per  cow,  total  cash  costs  and  forage  dependency  vary 
widely  for  the  States  shown.  All  of  these  factors  affect  how  grazing  fee. 
changes  will  impact  permittees. 


Figure  5.8: 


Comparison  of  Gross  Income  and  Costs  of  Livestock  Production  at 

Sit 91  Grazing  Fee,  199Q 


Arizona   Idaho  XI 


Montana 


Gross  Income 

$291 

$333 

Total  Cash  Costs 

$137 

$228 

Feed  Costs 

$  37 

$110 

Grazing  Fees 

$  16 

$   6 

Return  Above1  Cash 

Cost 

$154 

$105 

$409 
$233 
$117 
$  3 
$176 


Federal  Forage  Dependency  2/ 


60 


23 


11 


1/  Median  for  16  Western  States 

2J     Percent  public  rangeland  forage  is  to  the  12  month  feed  requirement  for 

the  livestock  herd. 

Effects  on  Permittee  Asset  Values:   The  public  land  permittees  have  tenure  and 
use  of  public  land  grazing  permits.   Grazing  permits  are  generally  tied  to  the 
base  property.  When  base  property  is  sold,  the  FS  requires  the  grazing  permit 
to  be  waived  to  the  Government.   Permits  are  generally  reissued  to  the 
purchaser  of  the  base  property.  The  permit  value  is  the  result  of  permittee 
capitalization  of  the  difference  between  the  fee  paid  for  grazing  on  public 
lands  and  the  market  rental  value  of  the  grazing  over  time.   The  permit  value 
is  commonly  considered  in  the  private  sector  as  the  permittee's  property.   It 
is  included  in  the  market  price  and  loan  value  of  the  property.   It  is 
substantially  discounted  by  lenders.   The  permittees  contend  that  the  premium 
paid  to  the  outgoing  permittee  is  a  legitimate  cost  of  doing  business  on  the 
public  rangelands  and  should  be  considered  in  establishing  grazing  fees. 
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operation  in  Montana,  at  11  percent,  is  i^e   least  dependent.   The  average 
cattle  operation  in  Idaho,  at  23  percent,  is  at  the  median  level  of 
dependency.   Idaho  is  shown  for  comparison  purpose,  but  Oregon  and  Wyoming 
permittee  livestock  producers  also  depend  on  public  rangeland  forage  for  23 
percent  of  their  total  livestock  forage  supply.   (See  Figure  5.2  for  number 
of  permittees  and  average  dependency  of  other  States.) 

Grazing  fee  costs,  at  $1.81  per  AUM,  are  3  percent  of  the  cash  costs  for 
operations  with  a  median  forage  dependency  of  23  percent.   Increasing  fees  to 
$4  per  AUM,  increases  the  percentage  to  6  percent  of  total  cash  costs.  The 
percentage  that  fee  costs  are  of  cash  costs  reaches  25  percent,  with  60 
percent  dependency  (Arizona)  and  a  fee  of  $4  per  AUM.  For  the  average 
Montana  cattle  permittee  with  11  percent  dependency,  fees  are  3  percent  of 
total  cash  costs  at  a  $4.00  fee.  level.   It  should  be  kept  in  mind  that  these 
comparisons  are  based  on  average  livestock  operations  for  the  States  and  that 
the  full  range  of  forage  dependency  exists  within  any  one  of  the  States. 

Figure  5.7:       Comparison  of  Grazing  Fee  Costs  for  an  Average  Cattle 

Operation  at  Different  Dependency  and  Grazing  Fee  Levels, 
1990 

$1.81  Fee $4.00  Fee 

Fee     Cash     Percentage    Fee    Cash  Percentage 
State  Dependency  1/  Cost  2.1   Cost  2/  of  Cash  Cost  Cost   Cost  of  Cash  Cost 

'    %     '    ( $/Cow— -)     %       ( $/Cow )      % 

Arizona         60  $16     $121  14      $37    $142  1/    26 

Montana         11  $  3     $230  1      $  6    $233        3 

Idaho  23  $  6     $222  3      $13    $230        6    _ 

X/       Dependency  is  AUM's  of  feed  provided  by  Federal  rangeland  divided  by 

total  annual  AUM's  required  by  the  entire  livestock  herd. 
2/   Total  number  of  federal  AUM's  per  cow  multiplied  by  fee. 

Arizona  example:   9  AUM's  per  Cow  x  $1.81  ■  $16.47  ($16  rounded). 
2/       Cash  costs  exclude  value  of  family  labor,  capital  replacement  allowance 

(depreciation),  and  interest  on  intermediate  or  long-term  debt. 
4/   Amount  is  more  than  the  increase  in  fee  cost  due  to  inclusion  of 

interest  on  operating  capital. 

Livestock  enterprise  returns  are  much  more  sensitive  to  changes  in  livestock 
prices  than  they  are  to  changes  in  grazing  fees.  According  to  the  ERS  ranch 
enterprise  budgets,  the  median  Idaho  cattle  operation  produces  about  306,000 
pounds  of  beef  annually  and  has  a  grazing  fee  bill  of  S3. 795  at  a  fee  of 
SI. 81  per  AUM.   Increasing  the  fee  to  S4  per  AUM  increases  the  crazing  bill 
by  S4.592  annually.   A  2  cents  per  pound  increase  in  livestock  prices,  under 
1990  prices  and  costs  of  production,  would  increase  cross  sales  by  S6.120  and 
would  be  more  than  enough  to  off-set  the  increase  in  the  cost  of  the  federal 
grazing  fee.  A  decrease  in  other  livestock  production  costs  such  as  feed 
grains  also  would  tend  to  offset  any  increase  in  Federal  grazing  fees. 

The  Arizona  average  permittee  cattle  operation  (60  percent  dependency) 
produces  about  210,000  pounds  of  beef  annually  and  has  a  grazing  fee  bill  of 
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of  the  changes  in  the  value  of  the  permit.  There  is  no  information  on  the 
correlation  between  the  change  in  permit  value  and  change  in  grazing  fees. 
Figure  5.9  shows  theT.983  value  of  the  permit  observed  in  the  grazing  rental 
appraisal. 


Figure  5.9: 


Value  of  the  Public  Land  Permit  Observed  in  the  Grazing  Rental 
Appraisal,  1983 


STATE 


Arizona 

California 

Colorado 

Idaho 

Kansas  1/ 

Montana 

Nebraska 

Nevada 

New  Mexico 

North  Dakota 

Oklahoma  1/ 

Oregon 

South  Dakota  1/ 

Utah 

Washington  1/ 

Wyoming 

TOTAL  2/ 

Weighted  Average  2.1 


BLM/FS  AUM's 


1,804,369 

944,597 

1,597,434 

2,747,787 

120 

1,837,335 

85,334 

2,743,959 

2,880,010 

261,363 

475 

1,442,014 

95,814 

2,425,300 

79,315 

2,594,592 

21,539,818 


LOW 


$75 
$35 
$50 
$30 

$47 

$120 

$33 

$35 

$50 

$56 

$42 

$45 


HIGH 


AVERAGE 


-per  head  month- 


$300 

$114 

$92 

$53 

$200 

$75 

$150 

$60 

$133 

$76 

$150 

$140 

$45 

$40 

$348 

$103 

$  60 

$53 

$60 

$100 

$75 


$56 
$50 
$49 


$68 


1/   Not  available  or  limited  observations 
27   Total  AUM's  as  reported  in  the  appraisal. 

37   Weighted  by  AUM's  (minus  AUM's  in  Oklahoma,  South  Dakota,  Washington,  and 
Kansas ) 
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CHAPTER  6.   EVALUATION  OF  ALTERNATIVE  FEE  SYSTEMS  AGAINST  CRITERIA 

Amendment  No.  221.  1992  Appropriations  Bill  for  Department  of  Interior  and 
Related  Agencies  (Forest  Service ).    required  an  update  of  Figure  6.6  in 
Chapter  6.   Figure  6.1  was  updated  because  the  potential  revenue  which 
mfrght  be  generated  from  alternative  grazing  fee  formula  is  of  interest. 
None  of  the  other  tables  were  updated  and  therefore  they  were  excluded  from 
this  report. 

Revenue  Projections 

The  various  grazing  fee  options  have  the  potential  to  generate  different 
revenues  to  the  Federal  Government.  Figure  6.1  shows  the  relative  fee 
levels  and  resulting  1991  Government  revenues  for  the  fee  options  for  which 
the  fee  can  be  directly  calculated.  The  calculations  are  based  on  17.4 
million  AUM's  of  1990  actual  grazing  use,  and  assumes  this  level  of  forage 
would  be  demanded  at  the  various  alternative  fee  levels.  These  revenue 
projections  are  estimates.  Depending  upon  the  elasticity  of  demand  for 
Federal  forage  the  revenues  may  be  less  than  projected. 

The  Modified  PRIA,  the  Modified  Market  Value,  and  the  Combined  Value  fee 
systems  result  in  about  the  same  level  of  Government  revenue,  approximately 
S80  to  S84  million.   The  current  PRIA  fee  system  generated  revenues  of 

S34T3  million  jn  J.991- Had  the  PRIA-updated  fee  system  been  in  effect  it 

would  have  generated  revenue  of  approximately  S50  million. 

Figure  6.1:  Westwide  Grazing  Fee  System  Values  and  Revenues 

Fee   System  1991  Value        1991  Revenue  1/2/ 

PRIA  $1.97  $34,278,000 

PRIA-Updated  Base  Value  $2.90  $50,460,000 

Modified  PRIA  $4.63  $80,562,000 

Combined  Value  $4.85  $84,390,000 

Modified  Market  Value — Mature  Cattle  $4.63  $80,562,000 


1/  Assumes  that  all  AUM's  will  be  taken  at  these  fee  levels.  However, 
as  fees  increase,  even  at  these  levels,  there  may  be  some  decrease  in 
forage  demand.  The  extent  of  this  decrease  cannot  be  projected  with 
any  degree  of  certainty.  Figures  are  rounded. 

2/  Assumes  no  constraint  (+  or  -  25%  from  previous  year  fee). 

EQUITY  AMONG  LIVESTOCK  PRODUCERS 

Another  consideration  in  evaluating  the  Federal  grazing  fee  is  its  impact 
on  livestock  producers  who  do  not  have  access  to  public  rangeland  grazing 
allotments.   Theoretically,  to  be  equitable,  the  fee  system  should  be 
neutral  between  the  public  rangeland  permittees  and  nonpermittees .  By 
definition,  if  costs  for  public  rangeland  permittees  are  lower  than  market 
value,  the  permittees  will  have  an  economic  advantage  over  nonpermittees. 
These  advantages  may  be  reflected  in  higher  profit  margins,  in  lower 
overall  prices,  in  an  incentive  to  graze  more  livestock,  or  in  the  mix  of 
AUM's  grazed. 
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Figure  6.2: 


(Formerly  6.6)  Comparison  of  Cash  Receipts,  Costs, 
and  Receipts  Less  Cash  Costs  For  Federal  Permittees 
and  Western  Livestock  Industry  Producers,  1990 


Federal 

Western 

Net  Difference 

Ratio  Of  Federal 

Permittee 

Livestock 

(Permittee 

Permittee 

Livestock  Producer 

Industry 

To 

To 

(Fee  @  $1.81) 

Producer 

Industry) 

Industry 

(S/Cow) 

fS/Cowl 

(S/Cowl 

Cash  Receipts 

Federal  Fee 
Other  Cash 
Costs 
Cash  Costs 

Capital 
Replacement 

Receipts  less 
Cash  Costs 

Receipts  less 
Cash  Costs  and 
Capital 
Replacement 


364.14 

6.55 

205.56 
212:i2 

41.14 

152.02 

110.88 


408.35 

246.52 

28.07 

161.82 

133.75 


-44.21 

-34.41 
13.07 
-9.80 

-22.87 


0.892 

0.860 
1.465 
0.939 

0.829 


Percent  Federal  Fees  Are  Of  Cash  Cost:   3.09%  or  3% 


Source:   USDA  Economic  Research  Service,  "The  Economic  Impact  of 

Alternative  Federal  Grazing  Fees  on  Western  Livestock  Businesses, 
1984;  Table  15  (corrected),  Federal  Permittee  "Gee"  Budgets  and 
Tables  D1-D3,  Western  Industry  Livestock  Enterprise  Budgets  (Cost 
of  Production  Survey-COPS) 

The  ERS  ranch  budget  data  show  that  in  1990.  Federal  grazing  permittees  in 
the  Western  states:   fl)  had  cash  receipts  that  were  11  percent  lower  than 
the  industry  producers,  (2)   had  14  percent  lower  cash  costs  than  industry 
producers:  (3)   encountered  47  percent  higher  capital  replacement  costs  than 
the  industry  producers,  and  (41  realized  receipts  less  cash  costs  that  were 

only  6  percent  lower  than  the  industry. When  replacement  costs  are  added 

to  cash  costs,  residual  receipts  for  permittees  dropped  to  17  percent  lower 
than  the  industry. 

The  data  in  Figure  6.6,  developed  by  ERS  for  permittees  from  the  "Gee" 
ranch  budgets  and  for  the  Western  Industry  producer  from  the  COPS  ranch 
budgets,  reflect  residual  receipts  in  the  short-term.  The  indexing 
procedures  does  not  allow  for  new  statistical  hypothesis  testing  of  the 
difference  in  the  mean  cash  receipts,  or  any  other  differences,  between 
permittee  and  other  Western  producers.   However,  the  difference  in  means 
r averages!  shown  for  permittee's  and  the  Western  Livestock  Industry's 
receipts  and  costs!  are  not  likely  to  be  statistically  different  in  1990 
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in  view  of  the  large  variation  observed  in  the  industry.   This  does  not 
alter  the  finding  of  the  1966  Western  Livestock  Grazing  Survey  that  there 
is  the  existence  of  a  large  variation  within  area,  groups,  or  even  regions 
that  is  as  great  as  between  those  regions.   The  ranch  budget  data, 
therefore,  continues  to  represent  a  large,  diverse  population  of  Western 
States  livestock  producers. 
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The  data  in  Figure  6.6,  developed  by  ERS  for  permittees  from  the  "Gee" 
ranch  budgets  and  for  the  Western  Industry  producer  from  the  COPS  ranch 
budgets,  reflect  residual  receipts  in  the  short-term.  The  indexing 
procedures  does  not  allow  for  new  statistical  hypothesis  testing  of  the 
difference  in  the  mean  cash  receipts,  or  any  other  differences,  between 
permittee  and  other  Western  producers.  However,  the  difference  in  means 
f averages]  shown  for  permittee's  and  the  Western  Livestock  Industry/s 
T receipts  and  costs!  are  not  likely  to  be  statistically  different  in  1990 
in  view  of  the  large  variation  observed  in  the  industry.  This  does  not 
alter  the  finding  of  the  1966  Western  Livestock  Grazing  Survey  that  there 
is  the  existence  of  a  large  variation  within  area,  groups,  or  even  regions 
that  is  as  great  as  between  those  regions.  The  ranch  budget  data. 
therefore,  continues  to  represent  a  large,  diverse  population  of  Western 
States  livestock  producers. 
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UPDATE  OF  THE  1986  GRAZING  FEE  REPORT 


In  conjunction  with  the  1992  Appropriations  Bill  Amendment  No.  221,  a 
working  group  involving  the  BLM,  FS,  National  Agricultural  Statistics 
Service,  and  Economic  Research  Service  was  assigned  to  update  the  fee 
report  for  the  Secretaries  of  Agriculture  and  the  Interior. 

CHAIRMAN:  David  O'Neal,  Assistant  Secretary  of  the  Interior 

Land  and  Minerals  Management 

Coordinator,  Daniel  Talbot,  Deputy  Assistant  Secretary  of  the  Interior 

Land  and  Minerals  Management 

WORKING  GROUP: 

James  Fox,  Chief,  Division  of  Rangeland  Resources,  USDI  Bureau  of  Land 
Management 

Donald  D.  Waite,  Senior  Economist,  Division  of  Rangeland  Resources,  USDI 
Bureau  of  Land  Management 

Robert  M.  Williamson,  Director,  Range  Management  Staff,  USDA  Forest 
Service 

Edward  R.  Frandsen,  Range  Economist,  Range  Management  Staff,  USDA  Forest 
Service 

Douglas  G.  Kleweno,  Head  Production  Inputs  Section,  Economic 

Statistics  Branch,  USDA  National  Agricultural  Statistics  Service 

Daniel  Ledbury,  Agricultural  Statistician,  Economic  Statistics  Branch, 
USDA  National  Agricultural  Statistics  Service 

Dr.  Kenneth  Nelson,  Section  Leader,  Livestock  Research,  Livestock,  Dairy 
and  Poultry  Branch,  USDA  Economic  Research  Service 

Dr.  Kenneth  Mathews,  Agricultural  Economist,  Livestock,  Dairy,  and 
Poultry  Branch,  USDA  Economic  Research  Service 
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APPENDIX  A.  1 

DERIVATION  OF  UPDATED  1966  BASE  VALUE 

for  the 

PRIA-UPDATED  BASE  VALUE  FEE  SYSTEM  ALTERNATIVE 

The  PRIA-Updated  Base  Value  fee  formula  uses  a  base  value  derived  by 
indexing  private  lease  rate  and  cost  data  from  the  1966  Western  Livestock 
Grazing  Survey  (WLGS).  The  1966  WLGS  established  a  base  value  of  $1.23  per 
AUM. 

Comparison  of  the  cost  of  grazing  on  private  land  (including  lease  rate) 
with  the  cost  of  grazing  on  public  land  (excluding  the  grazing  fee)  showed 
an  overall  difference  of  $1.60  per  Animal  Unit  Month  (AUM)  for  cattle. 
But,  the  average  lease  was  smaller,  in  terms  of  AUM's,  than  the  average 
public  grazing  permit.  The  range  in  size  of  leases  and  permits  was  about 
the  same.  When  the  cost  data  for  private  land  were  adjusted  to  the 
distribution  of  AUM's  by  season  of  use  and  size  of  permit  on  public  land, 
the  difference  dropped  to  $1.26  per  AUM.  The  overall  difference  for  sheep 
was  $1.15  per  AUM.  After  adjustment  for  season  of  use  and  size,  it  was 
$1.13  per  AUM.  The  weighted  average  for  cattle  (80  percent)  and  sheep  (20 
percent)  was  $1.23  per  AUM. 

The  weighted  average  for  the" private  land  lease  rate  was  $1.78  per  AUM. 
Thus,  the  $1.23  was  a  31  percent  downward  adjustment  for  the  average 
difference  between  public  and  private  land  for  such  factors  as  landlord 
services  and  level  of  investment.   The  public  and  private  lands  had  the 
same  general  range  of  difference  in  these  factors,  but  since  the  average 
was  different,  an  adjustment  was  required. 

Figure  1  shows  the  updating  of  the  1966  WLGS  private  grazing  land  lease 

rate  of  Sit 78  per  AUM  to  $4T52  per  AUM, The  updated  f 1989-1991  base! 

private  land  lease  rate  of.S4.52  is  derived  by  multiplying  the  1966  WLGS 
value  Of  $1.78  bv  the  16  State  Foraoe  Value  Index  fFVIl  of  254.   The  254 
FVI  is  derived  bv  dividing  the  USDA  National  Agricultural  statistics 
Service  fNASS)  weighted  average  1989-91  of  Private  Land  Lease  Rate  of  S8.83 
Per  AUM  bv  the  (1964-1968)  weighted  average  lease  rate  of  S3. 48  per  AUM. 
Both  Of  these  private  land  lease  rates  are  weighted  by  the  16  Western 
States  public  land  AUM's. 

Figure  1:   1990  Updated  Private  Grazing  Land  Lease  Rate. 


WLGS  1966  Private  Grazing  Lease  Rate  •  $1.78/AUM 
Weighted  average  for  16  States:   1964-1968  =  $3.48/AUM 

1989-1991   =  $8.83/AUM 
Forage  Value  Index  =  $8.83  divided  by  $3.48  =  2.54  x  100  =  254 
Updated  1966  private  lease  rate  to  1990  =  $1.78/AUM  x  254  =  $4.52/AUM 
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Figure  2  shows  the  updating  of  the  1966  nonfee  cost  difference  to  the 
1989-1991  base  period.   The  updated  (1989-1991)  nonfee  cost  difference  of 
SI. 59  per  AUM  is  derived  by  multiplying  the  nonfee  cost  difference  for 
sheep  and  cattle  by  the  1989-1991  Input  Cost  Index  (ICI)  of  289. 

Figure  2:  Updated  1966  Nonfee  Differential  Costs. 

Cattle  Sheep 

Public    Private  Public   Private 

Total  Nonfee  Costs        $3.28     $2.75  $4.53     $3.89 

Input  Cost  Index  1/      x  289     x  289  x  289     x  289 

$9.48     $7.95  $13.09    $11.24 

Cost  Difference  $1.53  $1.85 

$1.22  $  .37 

Cattle  and  sheep  nonfee  costs  weighted  difference  =  $1.59  ($1.22  +  .37) 

XI     Input  Cost  Index  is  the  average  index  for  the  base  years  1989-1991. 

Derived  Base  Value:  The  1989-1991  updated  value  of  $2.93  per  AUM  is 
derived  by  subtracting  the  updated  (1989-1991)  nonfee  cost  of  $1.59  per  AUM 
from  the  updated  (1989-1991)  private  lease  rate  of  $4.52  per  AUM  or 
($4.52  -  1.59  -  $2.93  per  AUM.) 
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Appendix  A. 2 

DERIVATION  OF  BASE  VALUE 

for  the 
COMBINED  VALUE  FEE  SYSTEM 

Indicators  of  16  Western  States  private  grazing  lease  rates  were  documented 
by  the  FS  and  BLM  appraisers  in  a  supplemental  report.  For  details  of  the 
market  analysis  see:  Appraisal  Report  Estimating  FAIR  MARKET  RENTAL  VALUE  OF 
GRAZING  PUBLIC  LANDS,  U.S.  Forest  Service  and  Bureau  of  Land  Management,  Vol. 
2,  Appendix  15,  page  15-6,  Oct.  1983.  Figure  1  shows  the  1991  updated 
figures : 

Figure  1:   Indicated  1991  Westwide  Market  Value 


Private  Land  Indicated  Westwide 

ISSL ■■ Leape  Rate   Public  Grazing  Va1m» 

1991  $8.00**  $6.84 

The  Westwide  value  of  $6.84,  is  derived  by  adjusting  the  private  lease  rate 
of  $8.00  by  5  percent  for  "conditions  of  use"  and  10  percent  for  advanced 
payment. 

The  $8.00-  private  land  lease  rate  was  derived  by  a  market  analysis  that 
indicated  that  westwide  private  land  lease  rates  increased  in  a  range  of  $.81 
to- $1.11.  Therefore,  a  $1.00  increase  was  used  to  update  the  $7.00  westwide 
value  used  in  1983.  The  contract  appraisers  "do  not  believe  that  a  single 
westwide  estimate  would  represent  a  fair  measure  of  value  of  grazina  on 
public  rangelands." 

Derivation  of  the  base  value  for  the  Combined  Value  Alternative  Fee  System  is 
the  arithmetic  (mean)  average  of  the  indicated  westwide  value  of  grazing  on 
public  rangelands  ($6.84)  and  the  1966  base  value  updated  on  a  16  States 
basis  ($2.93).  Based  on  economic  theory,  the  two  values  should  be  the  same, 
but  they  differ  for  a  variety  of  reasons,  including  differences  in 
methodology,  data  collection  and  sampling  techniques,  statistical  analysis  of 
the  data,  and  structural  cost  changes  over  time.  The  true  economic  base 
value  for  the  alternative  fee  system  is  probably  somewhere  between  the  two 
extremes.   For  illustration  purposes  an  average  value  is  computed  as  shown  in 
Figure  2. 

Figure  2:  Derived  Base  Value  for  Combined  Value  Fee  System. 


Grazing  Rental  Appraisal 


item values 


of  Public  Rangeland  Grazing:  $6.84/AUM 

Updated  1966  WLGS  Residual  Value:  S2  93/AUM 

Total  Value:  $9.77 

Derived  Base  Value  $9.77  /  2  =  $4.88/AUM 
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APPENDIX  B 
Figure  B.l:  BLM  Public  Lands  in  the  Western  United  States 
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Figure  B.3  Information  on  Purchasing  Grazing  Fee  Study  Background  Studies 
Studies  Available  Through  National  Technical  Information  Service  (NTIS)i 
The  grazing  fee  study  background  documents  listed  below  may  be  ordered 
from: 

U.S.  Department  of  Commerce 

National  Technical  Information  Service 

Springfield,  Virginia  22161 


Rush  Service:   800-336-4700 
Information:   703-487-4660 

Accession  Nnmher 

PB85-128-296 

PB85-128-304 


PB85-128-312 


PB85-128-320 


PB85-128-338 


PB85-128-346 


PB83-237-248 


PB84-242-205 


Title.  Author 

Evaluation  of  the  Forage  Value  Tnriny.  USDI, 
Bureau  of  Land  Management,  1984  ($16.00) 

Potential  ImPacts  on  Local  Income  and 
Employment    of  a  Change  in  the  Federal 
Grazing  Fee  (Case  Studies  of  13  Areas  in  the 
West) .  USDA,  Economic  Research  Service,  1984 
($11.50) 

The  Impact  of  Alternative  Federal  Gracing 
F?es  pn  Western  Livestock  Businesses.  USDA, 
Economic  Research  Service,  1984  ($13.00) 

A  Theoretical  Evaluation  of  the  Fee  Systems 
for  Private  Grazing  on  Federal  Lands.  USDA, 
Economic  Research  Service,  1984  ($14.50) 

Estimated  Impacts  of  Income  and  Employment  in 
13  Western  States  of  Changes  in  the  Federal 
Grazing  Fee.  USDA,  Forest  Service,  1984 
($14.50) 

An  Evaluation  of  the  Beef  Cattle  Prices  and 
Prices  Paid  Indexes  Used  in  the  Federal 
Grazing  Fee  Formula.  USDA,  Statistical 
Reporting  Service,  1984  ($10.00) 

Grazing  Lease  and  Fee  Arrangements  of  Western 
Governments  and  Agencies— a  Study  of  Western 
State.  Local  Governments,  and  other  Federal 
Agencies  Grazing  Lease  Arrangements  and  User 
Charges .  Colorado  State  University,  1983 
($23.50) 

Fair  Market  Rental  Value  of  Grazing  on  Public 
Lands.  USDI,  Bureau  of  Land  Management,  and 
USDA,  Forest  Service,  1984  ($61.50) 
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Figure  B.2:  Forest  Service  Lands  in  the  Western  United  States 

Public  Rangelands  Managed  by  the  Forest  Service,  U.S.  Department  of 
Agriculture 
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Figure  B.3  continued 


The  appraisal  data  base  may  also  be  ordered  from  the  NTIS  on  computer  tape 
or  microfiche.  The  computer  data  base  is  supplied  complete  with  a  copy  of 
the  appraisal.   Buyers  of  the  microfiche  should  be  warned  that  a  copy  of 
the  appraisal  report  is  necessary  in. order  to  use  the  microfiche  reports. 
Costs  and  accession  numbers  follow. 


Accession  Number 
PB84-237-262 


PB84-242-213 
PB84-242-221 
PB84-242-239 
PB84-242-247 
PB84-242-254 
PB84-242-262 
PB84-242-270 
PB84-242-288 
PB84-242-296 
PB84-242-304 
PB84-242-312 
PB84-242-320 
PB84-242-338 
PB84-242-346 
PB84-242-353 
PB84-242-361 
PB84-242-379 
PB84-242-387 


Description 

Computer  tape  and  appraisal  report.  The 
computer  tapes  can  be  obtained  in  different 
densities  and  formats  to  accommodate  use  on 
different  tape  drives.   Information  can  be 
obtained  by  calling  Clara  Cannon  at  (703) 
487-4929  ($240.00  to  $332.00) 

Microfiche  data  base  for  all  States  ($40.00) 

Microfiche  data  base  for  Arizona  ($4.50) 

Microfiche  data  base  for  California  ($7.50) 

Microfiche  data  base  for. Colorado  ($8.00) 

Microfiche  data  base  for  Idaho  ($8.00) 

Microfiche  data  base  for  Kansas  ($4.50) 

Microfiche  data  base  for  Montana  ($8.00) 

Microfiche  data  base  for  Nebraska  ($4.50) 

Microfiche  data  base  for  Nevada  ($4.50) 

Microfiche  data  base  for  New  Mexico  ($4.50) 

Microfiche  data  base  for  North  Dakota  ($4.50) 

Microfiche  data  base  for  "Oklahoma  ($4.50) 

Microfiche  data  base  for  Oregon  ($4.75)  . 

Microfiche  data  base  for  South  Dakota  ($4.50) 

Microfiche  data  base  for  Texas  ($4.50) 

Microfiche  data  base  for  Utah  ($4.50) 

Microfiche  data  base  for  Washington  ($4.50) 

Microfiche  data  base  for  Wyoming  ($5.25) 
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Figure  B.3  continued 

In  addition  to  the  above  studies  available  through  NTIS,  the  following 
special  study  may  be  ordered  from  Oregon  State  University: 

Costs  Incurred  by  Permittees  in  Grazing  Livestock  on  Public  Lands  in 
Various  Western  States  (EM  8283),  Oberrailler,  Frederick  W.,  and  David 
K.  Lambert,  Oregon  State  University  Extension  Service,  Oregon  State 
University,  Corvallis,  Oregon  ($3.00) 
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Figure  B.4   Historical  Summary  of  Grazing  Fee  Events 


Year 


Events 


1897 
1906 

1920 

1920 

1925 

1928 

1933 
1934 

1941 


1941 

to 
1946 


1942 
1945 
1952 

1959 
1966 

1969 


First  regulated  use  of  Forest  Reserves. 

First  Forest  Service  fees  were  imposed  on  ranchers  and 
settlers  accustomed  to  free  and  unrestricted  use. 

House  Committee  on  Agriculture  tried  to  get  fees  increased  up 
to  300  percent  (Forest  Service  opposed  this  attempt). 

Comprenensive  Rachford  study  of  1920-24  was  conducted  to 
provide  a  basis  for  fair  and  justifiable  fee. 

New  fees  from  Rachford  study  was  deferred  because  of 
objections  from  stockmen. 

New  fees  were  put  into  effect  to  escalate  to  set  levels  in  4 
years . 

Fees  were  reduced  because  of  economic  conditions. 

Taylor  Grazing  Act  established  control  over  grazing  on  the 
public  domain  and  directed  that  reasonable  fees  would  be 
charged. 

Saunderson  (Forest  Service)  and  Leech  (Grazing  Service) 
completed  the  range  appraisal  study  on  commercial  grazing 
lease  costs  of  an  animal  unit  month  of  feed. 

Congressional  committees  were  in  disagreement  over  grazing 
fees;  House  Subcommittee  on  Interior  Appropriations  deemed 
the  fees  too  low  and  the  Senate  Subcommittee  on  Public  Lands 
and  Survey  questioned  the  need  to  increase  fees. 

Proposed  grazing  fee  increase  deferred  because  of  the  war,  no 
increase  during  the  duration. 

The  Nicholson  Report,  November  12,  1946,  recommended  that 
grazing  fees  be  based  on  administrative  costs. 

Independent  Agencies  Appropriations  Act  called  for  user  fees 
to  be  self-sustaining,  uniform,  and  fair  and  equitable  to  the 
public  and  user. 

Bureau  of  Budget  Circular  A-25,  called  for  fair  market  value. 

Western  Livestock  Grazing  Survey  to  determine  grazing  costs 
and  values. 

New  fees  system  was  implemented  after  review  by  industry, 
conservation,  and  farm  groups.   First  of  10  incremental 
adjustments  applied  to  reach  FMV  by  1978. 
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Figure  B.4   continued 


Year 


Events 


1969 


1969 


1970 
1971 
1972 
1973 

1974 
1975 

1976 


1977 


1978 


1985 


1986-1992 


1992 


Hearings  on  grazing  fees  were  held  by  Public  Lands  Subcommittee 
of  Senate  and  House  Committees  on  Interior  and  Insular  Affairs. 

The  Secretaries  of  Agriculture  and  Interior  were  defendants  in 
a  New  Mexico  class  action  suit  (Pankey  vs.  Freeman)  and  the 
Secretary  of  the  Interior  in  Utah  (Broadbent  vs.  Hickel) 
seeking  injunctive  relief  against  the  1969  grazing  fee 
regulations  and  alleging  the  Secretaries  acted  illegally  in 
failing  to  take  capital  investment  into  consideration. 

Moratorium  on  scheduled  increases. 

Second  of  10  incremental  adjustments  applied. 

Fees  limited  to  a  3  percent  increase  over  1971. 

Third  of  10  incremental  adjustments  applied,  FMV  to  be  reached 
by  1980. 

Fourth  of  10  incremental  adjustments  applied. 

Moratorium  on  scheduled  increase.  The  President  said  the 
schedule  will  be  maintained  to  reach  FMV  by  1980. 

Scheduled  adjustment  applied. 

The  Federal  Land  Policy  and  Management  Act  was  signed  on 
October  21;  Section  401(a)  directed  that  there  would  be  no 
grazing  fee  increase  in  1977  and  also  directed  the  Secretaries 
of  Agriculture  and  the  Interior  to  conduct  a  grazing  fee  study. 

Moratorium  on  scheduled  increase. 

Report  of  Secretaries  on  grazing  fees  submitted  to  Congress  on 
October  21,  1977. 

Public  Rangelands  Improvement  Act  (PRIA)  of  1978  established  a 
cost  of  production/ ability  to  pay  grazing  fee  formula  for  the 
7-year  period  1979=85.  Report  to  be  made  to  the  Congress  no 
later  than  December  1985. 

Report  of  the  Forest  Service  and  BLM  on  PRIA  fee  system  and 
other  optional  fee  systems  to  the  Secretaries  of  Agriculture 
and  the  Interior  for  their  1985  report  to  Congress. 

Executive  Order  12548  (2/14/86),  indefinitely  extended  PRIA 
formula,  with  $1.35  minimum,  until  Congress  takes  action. 

1986  Report  of  the  Forest  Service  and  BLM  to  Congress  updated 
under  direction  of  Amendment  No.  215,  1992  Appropriation  Bill 
for  Department  of  the  Interior  and  Related  Agencies  (Forest 
Service ) 
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Figure  B.4     continued 


Year 

Grazina 

Fee 

Basis  of  Grazing  f^* 

Bureau  of  Land  Manaaement 

1935 

No  fee 

1936=1946 

$0.05 

Cost  of  administration 

1947-1950 

$0.08 

Nicholson  Report 

1951-1954 

$0.12 

Reasonable  fee 

1955-1957 

$0.15 

Reasonable  fee 

1958 

$0.19 

100  percent  of  livestock 

price 

formula 

1959-1960 

$0.22 

100  percent  of  livestock 

price 

formula 

1961=1962 

$0.19 

100  percent  of  livestock 

price 

formula 

1963-1965 

$0.30 

150  percent  of  livestock 

price 

formula 

1966-1968 

$0.33 

150  percent  of  livestock 

price 

formula 

Forest  ServirP 

(Average  Fee*) 

Cattle 

Sheep 

1906-1916 

$0.06 

$0.02 

Reasonable  fee 

1917-1927 

$0.13 

$0.04 

Rental  value  of  private  range 

1928=1931 

$0.13 

$0.04 

Rachford  Appraisal 

1932-1935 

$0.08 

$0.02 

Appraisal  adjusted  by  livestock 

prices 

1936-1944 

$0.17 

$0.04 

Appraisal  adjusted  by  livestock 

prices 

1945-1954 

$0.42 

$0.10 

Appraisal  adjusted  by  livestock 

prices 

1955-1964 

$0.43 

$0.16 

-Appraisal  adjusted'iby  livestock 

prices 

1965-1968 

$0.52 

$0.11 

Appraisal  adjusted  by  livestock 

prices 

Forest  Service 

(FS)  and 

F5* 

Bureau  of 

Land  Management  (BLM) 

1969 

$0.60 

$0.44 

1969  Fair  Market  Value  For 

Formula** 

1970 

$0.60 

$0.44 

Moratorium 

1971 

$0.78 

$0.64 

1972 

$0.80 

$0.66 

Fee  limited  to  3%  increase 

Increase 

1973 

$0.91 

$0.78 

1974 

$1.11 

$1.00 

1975 

$1.11 

$1.00 

Moratorium 

1976 

$1.60 

$1.51 

1977 

$1.60 

$1.51 

Moratorium 

1978 

$1.60 

$1.51 

PRIA  Fee  Formula 

1979 

$1.93 

$1.89 

1980 

$2.41 

$2.36 

1981 

$2 

.31 

(1st  year  uniform  fee) 

1982 

$1 

.86 

1983 

$1 

.40 

1984 

$1 

.37 

1985 

$1 

.35 

1986 

$1 

.35 

1987 

$1 

.35 
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Figure  B.4  continued 


Year 

Grazina  Fee 

1988 

$1.54 

1989 

$1.86 

1990 

$1.81 

1991 

$1.97 

1992 

$1.92 

Basis  of  Grazina  Fee 


*Forest  Service  areas  had  different  base  value,  number  represents  the 
average  value  charged  for  the  years  shown. 

**1969  Fee  formula  was  uniform,  each  agency  was  to  reach  the  fair  market 
value  in  10  years  through  the  addition  of  ten  annual  increments  (FS  = 
$0,072,  BLM  =  $0.09). 
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Figure  B.5  Summary  of  Vacant  Allotment  Information,  Forest  Service  and  BLM 


Office 


#  Allpt 


AUM's 


Number  of  Allotments 
Acres Cattle   Sheep 


Bureau  of  Land  Management 


Arizona 

15 

California 

44 

Colorado 

25 

Idaho 

10 

Montana 

17 

Nevada 

46 

New  Mexico 

41 

Oregon 
Utah 

55 
50 

Wvomino 
Total  Vacant 

-2A 
327 

BLM  Total 

21,814 

Vacancy  Rate 

1% 

Forest  Service 

Arizona 

4 

California 

99 

Colorado 

92 

Idaho 

39 

Montana 

58 

Nevada 

10 

New  Mexico 

24 

Oregon 
Utah 

55 
3 

Washington 
Wyoming 

20 
36 

Total  Vacant 

440 

FS  Total  „      9 

,798 

Vacancy  Rate 

4% 

Vacant  BLM/FS  767 
Total  BLM/FS  31,612 
Vacancy  Rate      2% 


9,485 

241,992 

9,182 

299,933 

1,449 

25,239 

5,881 

79,201 

1,008 

12,435 

8,397 

1,579,134 

11,567 

112,520 

5,792 

113,059 

21,017 

492,500 

6.451 

75,587 

80,229 

3,031,600 

13,553,835 

162,455,441 

1% 

2% 

15 

0 

35 

9 

23 

2 

8 

2 

17 

0 

46 

0 

41 

0 

54 

1 

35 

15 

21 

2 

295 

32 

20,074 

1,740 

1% 

2% 

11,079 

196,320 

4 

0 

40,965 

1,068,410 

85 

14 

172,305 

1,426,025 

37 

55 

56,295 

268,382 

8 

31 

5,132 

332,747 

46 

120 

13,821 

43,523 

8 

2 

4,574 

123,403 

21 

3 

87,129 

1,224,718 

32 

23 

1,952 

9,728 

0 

3 

20,222 

306,269 

13 

7 

21.471 

227.595 

12 

H 

434,945 

5,227,120 

273 

167 

9,553,911 

99,655,315 

7,474 

1,613 

5% 

5% 

4% 

10% 

515,174 

8,258,720 

568 

199 

23,107,746 

262,110,756 

27,548 

3,353 

2%  - 

3% 

2% 

6% 
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Figure  B-6  Number  of  Public  Land  AUM's  by  State 


State          Forest  Service           Bureau  of  Land  Management   Total 
FS-AUM'S     FB-AM'3»    Sec.  IS     Sec.  3    BLM-Total BLM/FS 


1989- 


1,484,282  1,236,902 
579,114  482,595 
916,484 


Arizona 
California 
Colorado 

Idaho  698,433 

Kansas  0 

Montana  659,546 

Nebraska  101,484 

Nevada  373,213 

New  Mexico  913,158 

North  Dakota  0 

Oklahoma  8,884 

Oregon  559,192 

South  Dakota  119,642 

Utah  701,692 

Washington  135,468 

Wyoming  605,076 

Total 


763,737 
582,028 

0 
549,622 

84,570 
311,011 
760,965 
0 

7,403 
465,993 

99,702 
584,743 
112,890 
504,230 


149,762 

160,003 

52,255 

36,101 

124 

164,740 

790 

50,431 

231,697 

9,489 

138 

84,134 

73,634 

0 
26,151 
471,794 


501,929 

233,381 

671,457 

1,378,139 

0 

1,157,867 

0 


651,691 

393,384 

723,712 

1,414,240 

124 

1,322,607 

790 


0  790 

2,420,831  2,471,262 

1,679,429  1,911,126 

0  9,489 

0  138 

918,967  1,003,101 

0  73,634 

1,340,363  1,340,363 

0  26,151 

1,594,059  2,065,853 

7,855,668  6,546,390  1,511,243   11,896,422  13,407,665 
1990  ; 


Arizona 

California 

Colorado 

Idaho 

Kansas 

Montana 

Nebraska 

Nevada 

New  Mexico 

North  Dakota 

Oklahoma 

Oregon 

South  Dakota 

Utah 

Washington 

Wyoming 


1,595,843  1,329,869 


572,771 
898,752 
715,832 

0 
652,485 

96,594 
390,788 
919,439 

0 
2,579 
549,939 
119,495 
696,104 
128,329 
602,915 


477,309 
748,960 
596,527 

0 
543,738 

80,495 
325,657 
766,199 

0 
2,149 
458,283 

99,579 
580,087 
106,941 
502,429 


Total 


160,380 

165,151 

52,270 

35,955 

124 

165,489 

790 

48,714 

235,490 

9,637 

138 

74,489 

73,850 

0 

26,427 

470,723 


520,882 

214,651 

748,133 

1,363,861 

0 
1,152,831 
0 


681,262 

379,802 

800,403 

1,399,816 

124 

1,318,320 

790 


0  790 

2,500,216  2,548,930 

1,675,331  1,910,821 

0  9,637 


0 
0 
988,395 
0 
1,331,035 
0 


9,637 

138 

1,062,884 

73,850 

1,331,035 

26,427 


1,888,593 

875,979 

1,487,449 

1,996,268 

124 

1,872,229 

85,360 

2,782,273 

2,672,091 

9,489 

7,541 

1,469,094 

173,336 

1,925,106 

139,041 

2,570,083 

19,954,056 


2,011,131 

857,111 

1,549,363 

1,996,343 

124 

1,862,058 

81,285 

2,874,587 

2,677,020 

9,637 

2,287 

1,521,167 

173,429 

1,911,122 

133,368 

2,512,025 


602,915    502,429    470,723    1,538,873   2,009,873    2,512,025 
7,941,865  6,618,222  1,519,627   12,034,208   13,553,835   20,172,056 


*Forest  Service  AUM's  are  converted  to  a  unit  that  is  similar  to  BLM  AUM's  by 
dividing  by  1.2. 
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Figure  B.7  Forest  Service  Maintenance  Expenditures  by  Permittees,  by 
Region,  1979-1983 

Maintenance  Expenditures,  Total  Dollars 


Region 

1979 

1980 

1981 

1982 

1983 

1979-1983 

1 

255,501 

231,690 

173,725 

166,630 

173,911 

1,001,457 

2 

348,750 

543,650 

432,259 

521,747 

467,683 

2,314,089 

3 

490,501 

236,979 

176,219 

830,432 

997,176 

2,731,307 

4 

869,945 

620>971 

600,877 

747,260 

750,031 

3,589,084 

5 

257,218 

337,472 

202,608 

245,514 

209,439 

1,252,251 

6 

261,378 

174.888 

254.447 

225.095 

269,2?! 

1.185.089 

Total  7 

,919,167 

7,886,410 

7 

,936,279 

7 

,997,196 

8 

,134,140 

39,873,192 

Authorized  AUM* 

Region 

1979 

1980 

1981 

1982 

1983 

1979-1983 

1     1 

,145,118 

1,173,446 

1 

,159,773 

1 

,164,015 

1 

,158,521 

5,800,872 

2     1 

,846,487 

1,797,147 

1 

,804,864 

1 

,809,678 

1 

,825,118 

9,083,294 

3     2 

,008,718 

1,940,898 

1 

,974,503 

2 

,022,959 

2 

,109,381 

10,056,459 

4      1 

,866,207 

1,922,390 

1 

,930,210 

1 

,906,524 

1 

,925,946 

9,551,277 

5 

450,178 

453,191 

441,713 

472,718 

49^,927 

2,314,727 

6 

602,461 

599.338 

625.216 

621,301 

618.248 

3.066.563 

Total  7, 

919,167 

7,886,410 

7 

936,279 

7 

,997,196 

8 

134,140 

39,873,192 

Maintenance  Dollars  per  AUM 

Region 

1979 

1980 

1981 

1982 

1983 

1979-1983 

1 

0.22 

0.20 

0.15 

0.14 

0.15 

0.17 

2 

0.19 

0.30 

0.24 

0.29 

0.26 

0.25 

3 

0.24 

0.12 

0.09 

0.41 

0.47 

0.27 

4 

0.47 

0.32 

0.31 

0.39 

0.39 

0.39 

5 

0.57 

0.74 

0.46 

0.52 

0.42 

0.54 

6 

0.43 

0.29 

0.41 

0.36 

0.44 

0.39 

Average--  0.31      0.27       0.23       0.34       0.35        0.30 


*   Forest  Service  AUM's  converted  to  AM  (similar  to  BLM's  AUM)  by  dividing 
by  1.2 
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Figure  B.8  Differences  Between  Private  Leased  and  Public  Grazing  Lands 


PRIVATE  GRAZING  AGREEMENTS 


PUBLIC  RANGELAND  PERMITS /LEASES 


FORM 

Typically  oral  "handshake" 
agreements . 


Written  leases/permits 


XEHBBE 

Typically  1-year  but  renewed  year 
ifter  year  unless  there  is  a 
specific  cause  for  nonrenewal. 
Typical  renewal  procedure  nay  be  as 
simple  as  a  Christmas  card  note, 
accompanied  by  a  check  for  the 
following  year's  lease  period. 

TERMS  AND  CONDITIONS 

Typically  no  written  documentation. 
General  understanding  between  the 
parties  that  property  is  not  to  be 
abused  and  returned  at  the  end  of 
term  of  use  in  at  least  as  good 
shape  as  received.  If  lessee  fails 
to  maintain  the  condition  of  the 
property,  the  agreement  will  be 
terminated  or  not  renewed.  No 
established  process  for  handling 
disagreements  other  than  the  civil 
courts . 


10  year  leases/permits.  Renewed 
upon  written  application  and 
acceptance  of  any  specific  changes 
in  terms  and  conditions. 


Detailed  general  terms  and 
conditions  contained  in  published 
regulations  plus  specific 
stipulations  for  the  individual 
leases/permits.  May  be  held  for 
cancellation  for  specific  cause 
with  rights  of  appeal  to  higher 
administrative  bodies  with  the 
burden  of  proof  on  the  agency. 


PAYMENT  SCHEDULES 

The  private  agreements  show  a 
fairly  even  mix  of  payments  at  the 
beginning  of  the  use  period  with 
various  combinations  of  partial 
advance,  periodic,  and  end  of  the 
season  payments. 

SEASONS  AND  PERIODS  OF  USE 

The  parties  to  the  transactions 
have  a  general  understanding  as  to 
when  and  for  how  long  the  lands  are 
to  be  used  for  grazing,  but  actual 
use  periods  are  more  or  less 
dictated  by  prevailing  local 
weather  conditions.  These  generally 
allow  for  a  certain  amount  of 
flexibility  in  turn  out  and  roundup 
dates . 


Generally  the  permits/leases 
provide  for  full  payment  in 
advance.  There  are,  however,  many 
situations  in  which  split  billings 
and  payment  at  the  end  of  the 
grazing  season  are  employed. 


The  permits/leases  provide  fairly 
strict  periods  and  dates  of  use, 
based  on  history  of  local  weather 
conditions.  They  allow  only  a 
minimum  amount  of  flexibility  in 
adjusting  turn  out  and  roundup 
dates. 
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Figure  B.8  continued 


PRIVATE  GRAZING  AGREEMENTS 


NONUSE 

In  general,  lessees  in  private 
agreements  pay  the  agreed  price 
whether  they  graze  their  livestock 
or  not.   Failure  to  pay  would 
result  in  the  loss  of  the  right  to 
use  the  property  in  future  years. 
Someone  else  would  normally  use  the 
land  for  that  season  and  probably 
for  subsequent  years  as  well. 

PENALTIES  FOR  EXTRA  ANIMALS 

Typically,  lessees  are  required  to 
Agency  regulations  provide  for 
pay  the  agreed  price  for  all 
animals  grazed,  but  there  is 
normally  no  penalty  such  as 
increased  rates  for  grazing  more 
animals  than  agreed  on. 

REFUNDS  FOR  FEWER  ANTMAT.fi 

Normally,  lessees  in  private 
agreements  do  not  receive  refunds 
in  cases  where  they  run  fewer 
animals  than  planned.   There  are 
exceptions,  cases  of  severe 
drought,  fire,  and  other  natural 
"disaster"  situations. 


PUBLIC  RANGELAND  PERMITS /LEASES 


Pertinent  agency  regulations  allow 
permittees/lessees  to  take  nonuse, 
whereby  he/she  retains  their 
grazing  privileges  and  do  not  have 
to  pay  the  fees  for  the  specified 
grazing  period.  Nonuse  is  granted 
for  up  to  3  consecutive  years,  and 
with  justification  may  exceed  3 
years. 


Agency  regulations  provide  for 
penalties  in  the  form  of  increased 
rates  plus  possible  reductions  in 
use  or  total  loss  of  privileges  for 
repeated  offenses  or  in  extreme 
circumstances.  They  would  have  the 
right  of  appeal  on  any  such 
actions. 


Agency  regulations  contain 
provisions  which  allow  for  refunds 
for  most  situations  in  which  the 
permittee/lessee  runs  fewer  animals 
than  were  covered  by  billings  and 
payments . 


CONSTRUCTION  OF  IMPROVEMENTS 

Routine  structural  range 
improvements  (for  example  drift 
fences)  are  generally  done  by  the 
lessee^  in  some  cases  with 
materials  provided  by  the 
landowner.   The  landowner  bears  a 
substantial  part  of  the  cost  of 
ma  j  or  range  improvements  (i.e., 
water  developments) ,  either 
directly  or  through  reductions  in 
rent  until  the  construction  has 
been  completed.  Revegetation  is 
typically  handled  by  the  landowner 
or  credited  if  done  by  the  lessee. 
In  all  cases,  range  improvements  of 
a  permanent  nature  are  done  with 
the  landowner's  consent  and  with 
prior  agreement  that  ownership 
rests  with  the  landowner  upon 
completion. 


Improvements  on  permits/leases  can 
be  done  in  a  variety  of  ways,  by 
the  permittee/lessee,  with 
materials  being  furnished  by  the 
agency;  by  the  agency  with  contract 
or  force  account  crews;  or  by  the 
agency  with  contributed  funds  from 
the  permittee/ lessee  and  third 
parties  such  as  wildlife  agencies, 
advisory  boards,  etc. 
Permittee/lessee  retains  interests 
in  these  improvements,  but  in  most 
cases  title  to  improvements  rest 
with  the  government. 
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Figure  B.9  Summary  of  Public  and  Private  Costs  Per  Animal  Unit  Month  for 
Grazing  in  the  Western  States /  1990 


Cattle — 

Public      Private 
Costs       Costs 


Cost  Items 


Lost  animals  $1.73 

Association  fee  0.23 

Veterinary  0.32 
Moving  livestock 

to  and  from  .0.69 

Eerding  1.33 

Salt  and  Feed  1.62 

Travel  to  and  from  0.93 

Water  0.23 

Horse  0.46 

Fence  maintenance  0.69 

Water  maintenance  0.55 
Development 

depreciation  0.32 

Other  costs  0.38 

Total  nonfee  costs  1/  9.48 

Private  lease  rate  2/-— 

Imputed  Federal 

.  lease  rate  3.02 


$1.07 

0.39 

0.72 
0.55 
2.40 
0.72 
0.17 
0.29 
0.72 
0.43 

0.09 
0.40 

7.95 

4.55 


Public 

Private 

Costs 

Costs 

$2.02 

$1.88 

0.12 

.... 

0.32 

0.32 

1.21 

1.10 

3.84 

3.35 

1.59 

1.30 

1.42 

1.24 

0.43 

0.46 

0.46 

0.20 

0.26 

0.43 

0.32 

0.26 

0.26 

0.06 

0.84 

0.64 

Total  Costs 


12.50 


12.50 


13.09 


2.65 


15.74 


Difference  between  total 
private/public  fee 
and  nonfee  costs 


$3.02 


$2.65 


Combined  cattle  and  sheep  $2.95 

(weighted  average;  cattle  80%,  sheep  20%) 


11.24 


4.50 


15.74 


A/  The  Input  Cost  Index  (ICI)  of  289  (1989-91)  average,  where  1964-68=100) 
was  used  to  update  the  nonfee  cost  items  from  1966  to  1990.   Individual 
indices  were  not  available  for  each  cost  item;  therefore,  a  single  ICI  was 
applied  to  each  nonfee  cost  item.   The  ICI  best  represents  the  relative 
change  in  producer  costs  and  is  consistent  with  procedures  used  in  updating 
the  $1.23  to  the  $2.34  base  in  the  1986  report.   See  Prices  Paid  Index 
(Ch.3)  for  explanation  of  the  ICI.   Mo  adjustments  were  made  in  the 
relative  relationship  among  nonfee  cost  items.   For  example,  development 
depreciation  on  public  permits  was  held  constant  at  3.5  times  development 
depreciation  on  private  leases.   The  relative  weighting  for  cattle  and 
sheep  was  also  held  constant. 

2/  The  Forage  Value  Index  (FVI)  for  the  11  State  PRIA  of  254  (1989-91 
average,  19  64-68=100)  was  used  to  update  the  private  lease  rates  which  were 
determined  by  the  1966  Western  Livestock  Grazing  Survey  (i.e.  Cattle: 
$1.79  x  2.54  -  $4.55;  Sheep:   $1.77  x  2.54  -  $4.50.) 


74 


GLOSSARY 

Allotment  -    An  area  designated  for  the  use  of  a  prescribed  number  and 
kind  of  livestock.   May  be  all  Federal  ownership  or  any 
combination  of  Federal,  and  private  lands.   May  consist  of 
several  or  only  one  pasture. 

Animal  Month  (AM)  -  For  grazing  fee  purposes,  an  AM  is  a  month's  use  and 
occupancy  of  range  by  one  weaned  or  adult  cow,  bull,  steer, 
heifer,  horse,  burro,  or  mule,  or  five  sheep  or  five  goats. 

Animal  Unit  Month  (AUM)  -  Forage  required  to  sustain  one  animal  unit  (AU) 
for  1  month.  An  AU  is  considered  to  be  one  mature  cow  or 
equivalent. 

Grazing  Lease/Permit  -  A  document  authorizing  use  of  the  public  lands  for 
the  purpose  of  grazing  livestock. 

Grazing  Year/Fee  Year  -  March  1  to  February  28 

National  Grasslands  -  Lands  administered  by  the  Forest  Service  but  are 
excluded  from  the  definition  of  rangelands  in  the  Public 
Rangelands  Improvement  Act  of  1978.   For  that  reason,  they 
are  excluded  from  the  definition  of  rangelands  in  this 
report . 

Nonuse  -  An  authorization  to  refrain  from  grazing  livestock  without  lossof 
preference  for  further  consideration. 

Public  Rangelands  -  As  used  in  this  report,  #re  defined  by  the  Public 
Rangelands  Improvement  Act  as  those  lands  "... 
administered  by  the  Secretary  of  the  Interior  through  the 
Bureau  of  Land  Management  or  the  Secretary  of  Agriculture 
through  the  Forest  Service  in  the  16  contiguous  Western 
States  on  which  there  is  domestic  livestock  grazing  or  which 
the  Secretary  concerned  determines  may  be  suitable  for 
domestic  livestock  grazing."  The  16  Western  States  are 
Arizona,  California,  Colorado,  Idaho,  Kansas,  Montana, 
Nebraska,  Nevada,  New  Mexico,  North  Dakota,  Oklahoma, 
Oregon,  South  Dakota,  Utah,  Washington,  and  Wyoming. 

Range  Betterment  Funds  -  Portion  of  grazing  fees  paid  that  is  prescribed 
to  be  used  for  range  improvements. 

Range  Improvement  -  Any  activity  or  program  on  or  relating  to  rangelands 
which  is  designed  to  improve  production  of  forage,  change 
vegetation  composition,  control  patterns  of  use,  provide 
water,  stabilize  soil  and  water  conditions,  and  provide 
habitat  for  livestock  and  wildlife.   The  term  includes,  but 
is  not  limited  to,  structure,  treatment  projects,  and  use  of 
mechanical  means  to  accomplish  the  desired  result. 
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Take-ins  -  Private  lands  lease  arrangements  where  lessor  also  provides 
day  to  day  care  of  livestock 

Term  Permit  -  A  document  authorizing  grazing  for  a  stated  number  of  years 
(usually  10)  as  contrasted  to  an  annual  or  temporary  permit. 
Westwide  -  As  used  in  the  report  refers  to  the  16  Western 
States  inclusive. 

yearlings  -  Weaned  cattle  (both  sexes)  over  6  and  under  18  months  of  age. 
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UPDATE  APPRAISAL  REPORT 
OF 
THE  APPRAISAL  REPORT 
ESTIMATING  FAIR  MARKET  RENTAL  VALUE 
OF  GRAZING  ON  PUBLIC  LANDS 
AS  OF 
OCTOBER  1,  1983 


DATE  OF  VALUE 
January  1,  1992 

DATE  OF  REPORT 
March  27,  1992 


PKEPARED  BT 

DAVID  J.  LAD,  MAI 
SALEM,  OREGON 

ROBERT  J.  MITCHELL,  MAI 
GREELEY,  COLORADO 


Robert  J.  Mitchell  &  Associates 

Real  Estate  Appraisers  and  Consultants 

1 129  •  10th  Street  •  Greeley,  Colorado  8063 1 
(303)352-1114 

March  28,  1992 


David  J.  Lau  and  Associates 

Real  Estate  Appraisers  and  Consultants 

725  Commercial  Street  SE  •  Salem.  Oregon  97301 
(503)  585-1906 


Mr.  Paul  B.  Tinman,  ARA 

Chief  Appraiser,  USDA  -  Forest  Service 

4th  Floor  South 

Auditor's  Building 

201  14th  Street  SW 

Washington,  DC    20250. 

Dear  Mr.  Tinman: 

This  appraisal  project  is  an  update  of  the  report  prepared  by  Paul  B.  Tinman  and 
Clifton  E.  Brownell,  dated  July  27,  1984  with  Date  of  Value  as  of  October  1,  1983.  Much 
of  the  material  in  that  report  continues  to  be  pertinent  to  this  current  appraisal. 

This  report  describes  the  methods  and  analysis  used  in  arriving  .at  our  updated 
opinion. 

Mr.  Charles  A.  Orman,  independent  appraiser,  Corvalis,  Oregon  and  Mr.  Alan  A. 
Axton,  Associate  Appraiser,  Robert  J.  Mitchell  and  Associates,  Greeley,  Colorado  assisted 
in  the  gathering  of  data  and  preparation  of  this  report. 

A  single  westwide  grazing  rate  was  not  estimated  because  of  the  economic  and 
physical  variation  found  between  the  pricing  areas.  Further,  no  new  or  updated  data  was 
collected  on  grazing  rates  for  sheep. 

This  updated  appraisal  is  especially  contingent  upon  the  Assumptions  and  Limiting 
Conditions  included  as  Exhibit  A  in  the  Addenda  to  this  report. 

As  a  result  of  all  of  these  considerations,  the  January  1, 1992  rental  values  for  grazing 
on  public  rangelands  are  as  shown  on  Page  1  of  this  report. 


Respectfully  submitted, 


David  J^Lau,  MAI 


Robert  J.  Mitchell,  MAI 
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AREA    MAP 


SUMMARY  OF  SALIENT  FACTS  AND  CONCLUSIONS 


Purpose  of  the  Appraisal: 


Subject  Property: 


Estate  Appraised: 


Units  of  Value: 


Date  of  Value: 


To  update  the  October  1,  1983  "Fair  Market 
Rental  Value  of  Grazing  on  Public  Rangelands" 
appraisal  to  January  1,  1992. 

The  authorized  grazing  use  on  approximately 
318,000,000  acres  of  public  rangelands  under  the 
jurisdiction  of  the  USDA  -  Forest  Service  (FS) 
and  the  USDI  -  Bureau  of  Land  Management 
(BLM),  located  in  the  17  western  states. 

The  rights  of  permittees  and  lessees  to  use 
specific  areas  of  the  public  rangelands  for 
livestock  grazing. 

HDMO  (Head  Month):  A  pricing  unit  based  on 
the  price  paid  to  graze  one  animal  for  one  month. 

PRMO  (Pair  Month):  A  pricing  unit  based  on  the 
price  paid  to  graze  one  mother  animal  with 
unweaned  offspring  one  month. 

January  1,  1992 


Price  Area 

1/01/92  Fair  Market  Value  of  Grazing  on  Public  Rangelands   * 
per  HDMO-PRMO 

Mature  Cattle  &.  Horses 
(Over  18  months  of  age) 

Yearling  Cattle 
(Under  18  months  of  age) 

1 

S  10.26 

$  7.74 

2 

S6.39 

$  5.76 

3 

S  7.74 

S  6.03 

4 

S  6.39 

S  5.85 

5 

$  4.68 

$  4.68 

6 

S6.85 

S4.77 

Advance  payment. 


David  J.  Lau  and  Associates 


Robert  J.  Mitchell  &  Associates 


PURPOSE  OF  THE  APPRAISAL 

The  purpose  of  the  assignment  is  to  update  the  October  1,  1983  Fair  Market  VaJ 
of  Grazing  on  Public  Rangeiands1  appraisal  report  to  January  1,  1992. 
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SCOPE 

During  the  three  month  period,  January  1,  1992  to  April  1,  1992,  the  appraisers  and 
their  staff  conducted  the  updated  appraisal. 

David  J.  Lau  and  Robert  J.  Mitchell,  independent  reviewers  of  the  October  1983 
appraisal,  retained  portions  of  the  appraisal  data  base.  During  the  update,  they  and  their 
staff  personally  re-verified  lease  rates  for  the  years  of  1983  and  1991  on  260  grazing  leases 
involving  private  lands  and  covering  3,554,009  acres,  as  well  as  56  leases  encompassing  only 
governmental  lands  covering  3,416,572  acres,  which  were  part  of  the  1983  data  base.  These 
numbers  could  be  expanded  by  over  100  transactions  because  both  governmental  and 
corporate  lessor  data  entered  as  one  observation  in  the  tables  which  follow,  even  though 
these  may  be  numerous  lessees  -  usually  at  the  same  rental  rate.  The  current  information 
was  also  verified. 

In  addition,  104  individuals  who  were  interviewed  gave  their  opinion  of  the  current 
native  pasture  price  in  their  area.  Finally,  statelnd  federal  agency  personnel,  independent 
appraisers  and  investors  were  interviewed.  Opinions  expressed  were  considered  by  the 
appraisers  in  analyzing  the  data  available. 


n„  1  ^a?,8*10"1  ?iS  uPdatinS  report  the  previous  report  will  be  referred  to  as  "the 
October  1983  report  . 


David  J.  Lau  and  Associates 


Robert  J.  Mitchell  &  Associates 


The  lease  payments  were  converted  to  a  price  per  HDMO  or  PRMO  for  each  year 
and  grouped  by  price  area.  The  lease  analysis  provided  an  indication  of  the  change  in 
grazing  price  between  1983  and  1991. 


DEFINITION  OF  VALUE 

Fair  Market  Rental  Value  as  used  in  this  appraisal  is  defined  as,  "The  amount  in 
cash,  or  in  terms  reasonably  equivalent  to  cash,  for  which  in  all  probability  the  grazing  use 
would  be  rented  or  leased  by  a  knowledgeable  owner  willing  but  not  obligated  to  rent  or 
lease  to  a  knowledgeable  renter  or  lessee  who  desired  but  is  not  obligated  to  lease."  It  can 
also  be  defined  as,  "The  amount  that  livestock  owners  would  probably  pay  for  the  grazing 
use  on  typical  public  rangeland  allotments  or  permits  if  it  were  offered  for  rent  or  lease  in 
the  open  market." 

ESTATE  APPRAISED 

This  appraisal  considers  the  grazing  use  associated  with  the  right  of  permittees  and 
lessees  to  use  specific  areas  of  the  public  rangelands  for  livestock  grazing.  The  BLM  and 
the  FS  grant  this  right  of  use,  subject  to  the  terms  and  conditions  established  by  applicable 
laws  and  regulations,  and  the  terms  and  conditions  set  forth  in  the  permits  and  leases. 
These  terms  and  conditions  are  described  in  detail  in  the  October  1983  appraisal,  on  Pages 
23  through  28. 
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AREA  DATA 


South  Dakota 

Texas 

Utah 

Washington 

Wyoming 


General  -~ 

This  appraisal  considers  the  authorized  grazing  use  on  more  than  318  million  acres 
of  public  rangelands  that  are  located  within  45  counties  of  the  following  western  states  (see 
facing  page.) 

Arizona  Nebraska 

California  Nevada 

Colorado  New  Mexico 

Idaho  North  Dakota 

Kansas  Oklahoma 

Montana  Oregon 

The  topography  of  the  overall  area  ranges  from  the  nearly  level  or  gently  rolling  lands 
of  the  Great  Plains  to  the  steep  and  rugged  regionTof  the  Rocky  Mountains.  Elevations 
range  from  sea  level  along  the  California  coast"-to  over  14,000  feet  along  the  Continental 
Divide  in  Colorado. 

The  ciimates  of  the  area  range  from  the  temperate  in  the  Northern  Great  Plains, 
Upper  Missouri  River  Valley,  and  intermountain  regions  to  warm  in  the  southwestern  desert 
regions.  Precipitation  over  the  area  ranges  from  considerably  less  than  six  inches  in  southern 
Nevada  and  the  Mojave  Desert  in  California  to  in  excess  of  180  inches  in  certain  areas  of 
Oregon  and  Washington. 

The  economy  of  the  area  in  the  western  states  where  the  public  rangelands  are 
located  is  economically  diverse  and  draws  basic  economic  support  from  agriculture,  forestry, 
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mining,  tourism,  and  energy  production.  The  agricultural  economy  of  the  area,  which  has 
the  most  direct  impact  on  grazing  activity,  experienced  a  prolonged  recession  during  most 
of  the  decade  of  the"  1980s.  Farmland  prices,  which  peaked  in  the  early  1980s,  declined  from 
their  peak  through  1987. 

The  following  table  presents  a  tabulation  of  the  average  per  acre  value  of  farmland 
and  buildings,  by  region,.  1984  -'  1991: 


«■ 

As  of  April 
1984          1985 

As  of  February 
1986             1987          1988      1989 

As  of  January 
1990          1991 

Northern  Plains 

518 

412 

360 

331 

368 

398 

425 

439 

Southern  Plains 

632 

675 

579 

532 

531 

516 

495 

482 

Mountain 

327 

300 

267 

257 

257 

260 

267 

287 

Pacific 

U99 

1,293 

1.201 

1.087 

1.089 

1.129 

1,163 

U10 

17  State  Average 

'      719 

670 

602 

551 

561 

575 

587 

605 

Note:     Nominal  dollars,  values  for  1989  and  1990  revised  following  1991  adoption  of  new  procedures. 
Sources  USDA-ERS.  ...  r 

Between  1984  and  1987  farm  real  estate  in  the  region  declined  about  23  percent. 
Since  1987  prices  have  recovered,  increasing  about  10  percent.  Although  significant  changes 
occurred  in  real  estate  prices,  causing  significant  financial  restructuring  throughout  the 
region,  research  indicated  that  there  is  no  direct  linkage  or  relationship  between  real  estate 
prices  and  grazing  rates. 

The  area  includes  both  sparsely  and  densely  populated  regie  ns.  Several  of  the  states 
within  the  area  have  one  or  more  counties  that  have  population  dem.ities  of  only  one  person 
or  less  per  square  mile.  These  states  are  Colorado,  Idaho,  Montana,  Nebraska,  New 
Mexico,  North  Dakota,  South  Dakota,  Utah,  and  Wyoming.  Counties  that  have  densities 


David  J.  Lau  and  Associates 


Robert  J.  Mitchell  &  Associates 


of  250  or  more  persons  per  square  mile  are  Boulder  in  Colorado,  Weber  in  Utah,  and 
Bernalillo  in  New  Mexico. 

The  livestock:  industry  experienced  low  beef  cattle  prices  between  1983  and  1986  after 
which  prices  began  a  recovery. 

The  following  graph  presents  the  cattle  price  trend  between  1983  and  1990: 
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Cattle  Prices  for  17  Western  States 

1983- 

1990 

Year 

Price* 

% 

Chanae 

1963 

S53.72 

N/A 

1984 

$55.38 

3% 

1985 

$52.45 

-5% 

1986 

$51.47 

-2% 

1987 

$60.95 

18% 

1988 

$66.16 

9% 

1989 

$67.61 

2% 

1990 

r 

$72.99 
ATTUC 

DDI 

8% 

rcc 

17  WESTERN  STATES,  1983-1990 


1983    1984    1985    1986    1987    1988    1989    1990 

year 


'SOURCE:  National  Agricultural  Statistics  Service 
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Cattle  numbers  in  the  16  western  states  were  reduced  from  46,440,000  as  of  January 
1,  1984  to  a  low  of  40,680,000  as  of  January  1,  1989,  a  decline  of  12.4  percent.  The 
following  graph  illustrates  the  cattle  population  trend  in  the  west: 


CATTLE  NUMBERS 

16  wttum  StotM.  1983-1990 


Cattle  numbers  and  beef  prices  have  a  direct  effect  on  grazing  rates.  Some 
government  agencies  determine  grazing  rates  as  a  multiple  of  beef  cattle  prices.  Lessors  and 
lessees  frequently  cited  increases  in  beef  prices  as  the  primary  reason  grazing  rates  had 
increased.  Changes  in  cattle  numbers  obviously  impact  demand  and  therefore  indirectly 
affect  grazing  rates  and  potential  vacancy. 
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As  indicated  in  the  tables  and  graphs  on  the  following  pages,  grazing  rates  in  the 
western  states  increased  between  1983  and  1991. 

State  Land  "Board  grazing  rates  reported  are  generally  administratively  set  and 
therefore  do  not  represent  market  conditions.  Nebraska,  North  Dakota,  and  Kansas  are  not 
included  in  the  tabulation  because  their  grazing  rates  are  market  driven  and  have  been 
included  in  the  governmental  lease  data.  Nevertheless,  between  1983  and  1991,  grazing  rates 
in  the  13  western  states  increased  an  average  of  SI. 11  per  AUM  compared  with  a  westwide 
average  of  S0.86  for  private  grazing  leases  as  verified  in  this  appraisal. 

The  cow-calf  grazing  rate  per  month  on  privately  owned  non-irrigated  land  reported 
by  USDA-NASS  for  13  western  states  (no  data  available  for  Arizona  and  Nevada)  shows 
that  the  average  rate  increased  S0.81  from  1983  to  1991.  Differences  within  the  region  are 
reflected  by  a  decline  of  S2.08  in  New  Mexico  to  an  increase  of  $190  in  Oklahoma.  The 
price  changes  reported  by  NASS  generally  correlate  with  the  results  of  the  private  grazing 
lease  re-verification. 
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STATE  LAND  BOARDS 
1 3  WES  TERN  S  TA  TES,  1933  -1991 


Area 

1983 

1991 

Chanqe 

South  DSkota 

1 

$4.13 

$6.13 

$2.00 

Oklahoma 

2 

$5.70 

$7.92 

$2.22 

New  Mexico 

3 

$1.60 

$3.46 

$1.86 

Utah 

3 

$1.40 

$2.32 

$0.92 

Wyoming 

3 

$1.45 

$2.50 

$1.05 

Montana 

3 

$2.97 

$4.17 

$1.20 

Colorado 

3 

$3.00 

$4.52 

$1.52 

Oregon(l) 

4 

$2.50 

$2.50 

$0.00 

Idaho 

4 

$4.25 

$4.91 

$0.66 

Washington 

4 

$3.37 

$5.00 

$1.63 

Arizona 

5 

$1.43 

$1.46 

$0.05 

California 

6 

$1.70 

$1.92 

$0.22 

Average: 


$2.79 


S3.90 


$1.11 


(1)  Minimum  rate  only, 


STATE  LAND  BOARDS 
GRAZING  RAT£3J.,83-,91 
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NASS  GRAZING  DATA 


AREA     STATE 


1983 


1991 


CHANGE 


1 

-   NE' 

$15.88 

$17.96 

$2.08 

1 

SD 

SI  3.56 

$1534 

$1.78 

1 

ND 

$9.25 

$10.70 

$1.45 

2 

KS 

S  10.92 

$13.76 

$2.84 

2 

OK 

$5.78 

$8.68  (2) 

$2.90 

3 

NM 

$10.08 

$8.00  (2) 

($2.08) 

3 

■CO 

$10.59 

$10.90 

$0.31 

3 

WY 

$12.12 

$11.12 

($1.00) 

3 

MT 

$11.12 

$12. 13 

$1.01 

4 

OR 

$8.58 

$10.69 

$2.11 

4 

UT 

$9.37 

$10.99 

$1.62 

4 

ID 

$8.85 

$11.59 

$2.74 

4 

WA 

$8.18 

$9.26 

$1.08 

5 

NV 

6 

CA 

$12.37 

$11.63 

($0.74) 

AVE:(1) 

$11.44 

$12.25 

$0.81 

(1)  Based  on  NASS  calculated  averages  for  16  western  states 

(2)  Estimates  only 
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Long  term  weather  patterns  have  an  effect  on  grazing  on  native  range.  During  most 
of  the  1980s  southern  and  central  California  has  experienced  drought  conditions.  Range 
conditions  have  beetTabnormally  dry  throughout  Nevada,  Utah  and  southeast  Idaho  for  the 
past  six  years.  Drought  has  also  affected  the  northern  plains  states  (Montana,  North  Dakota 
and  South  Dakota)  particularly  from  1988  through  1991. 

These  long  term  weather  conditions  impact  cattle  numbers  and  grazing  rates.  In 
some  instances,  operators  simply  reduce  herd  size  while  in  other  situations,  an  operator  may 
truck 'cattle  to  more  distant  and  less  affected  grazing  areas.  In  most  cases,  drought 
conditions  trend  to  lower  grazing  rate  prices,  however,  in  some  situations,  the  lower  supply 
of  native  forage  causes  grazing  rates  to  increase. 

In  summary,  recent  increases  in  beef  cattle  prices  have  had  a  positive  affect  on 
grazing  rates.  Most  producers  who  were  interviewed  expressed  confidence  that  beef  cattle 
prices  will  remain  stable  in  response  to  the  national  and  region  wide  reduction  in  cattle 
numbers.  Drought  conditions  continue  to  impact  areas  in  the  region,  particularly  the 
northern  piains  states  of  North  and  South  Dakota  and  Montana,  as  well  as  Utah  and 
Southern  Idaho. 

The  western  sheep  industry  continues  to  decline.  Industry  leaders  cite  a  number  of 
reasons,  such  as  predator  problems  and  banning  of  certain  control  methods,  imports  of  both 
wool  and  meat,  inability  to  hire  herders  at  a  price  they  can  afford,  and  others.  The  numbers 
of  sheep  being  run  on  western  range  lands  is  decreasing.  The  FS,  for  example,  has  a 
significant  number  of  high  mountain  sheep  allotments  in  forests  in  the  Rocky  Mountains  that 
are  going  unused.  These  have  been  abandoned  or  relinquished  by  operators  who  report  that 
they  have  done  so  because  of  costs  and  a  mounting  number  of  problems  in  operating  on 
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use. 


these  allotments.  Where  feasible,  other  areas  are  being  converted  from  sheep  to  cattle 
No  sheep  leases  or  allotments  were  investigated  in  this  update  appraisal  and  no  opinion  of 
change  in  value  has-"&"een  expressed. 


PROPERTY  DATA 

The  318  million  acres  of  public  rangelands  within  the  17  western  states  are 
administratively  divided  into  three  different  categories:  (1)  public  lands,  administered  by  the 
BLM;  (2)  National  Forest  lands,  and  (3)  National  Grasslands,  administered  by  the  FS.  See 
Subject  Land  Data  section  in  the  October  1983  report. 

The  public  rangelands  are  divided  into  more  than  30,000  tracts  or  allotments.  These 
tracts  or  allotments  range  from  less  than  40  acres  to  more  than  1  million  acres  and  are 
scattered,  intermingled,  solid  block,  and  a  mix  oFscittered  tracts  and  solid  blocks. 

The  tracts  within  the  scattered  pattern  of  ownership  are  primarily  the  remnants  of 
the  original  public  domain  lands  (BLM)  that  were  left  after  the  majority  of  the  public  lands 
in  the  area  were  patented  under  a  variety  of  settlement  laws.  The  intermingled  pattern  of 
ownership  describes  those  areas  in  which  the  public  rangelands  (mostly  public  lands 
administered  by  BLM)  are  intermingled  with  lands  owned  by  railroad*,  timber  companies, 
or  private  individuals. 

In  terms  of  total  acreage,  the  majority  of  the  public  rangelands,  i.e.  3LM  and  FS,  are 
in  the  solid  block  pattern  of  ownership.  Even  in  these  solid  blocks,  there  often  are  small 
scattered  tracts  under  private  ownership  that  were  patented  as  homesteads  or  mining  claims. 
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Also,  within  the  solid  blocks  or'  lands  administered  by  BLM,  there  are  fairly  regular  patterns 
of  state  ownership  resulting  from  laws  granting  statehood. 

Because  of  tFe  ownership  patterns  of  public  rangelands,  the  status  of  legal  and 
physical  access  to  individual  allotments  or  tracts  varies  greatly.  Within  the  scattered  pattern 
of  ownership,  many  tracts  or  allotments  are  surrounded  by  lands  under  other  ownership  and 
there  is  no  existing  legal  access.  Other  tracts  are  bordered  by,  or  crossed  by,  public  roads 
of  different  types  and  quality.  Physical  access  may  be  limited  to  horse  or  4-wheel  drive  trails. 

Historically,  permittee/user  access  to  the  public  rangelands  has  not  been  a  significant 
issue.  The  primary  reason  probably  is  that,  for  the  most  part,  the  permittees/users  are  also 
the  owners  or  the  authorized  users  of  the  lands  which  adjoin  or  surround  the  public 
rangelands. 

Because  of  their  vast  size  and  expanse,  the  public  rangelands  exhibit  examples  of 
literally  all  of  the  recognized  land  forms.  The  elevations  on  these  lands  range  from  below 
sea  level  to  as  much  as  12,000  feet.  The  surfacesoFthe  tracts  or  allotments  vary  from  level 
to  rolling  to  hilly  to  steep  to  mountainous  and -precipitous,  and  show  combinations  of  any 
of  these  types.  The  National  Grasslands  are  generally  more  moderate  or  gentle  in  their 
surfaces. 

The  public  rangelands  support  all  of  the  natural  vegetation  types  known  to  the  West 
plus  many  of  the  domesticated  types  introduced  during  the  past  40  to  50  years.  Forage 
quality  on  these  lands  as  indicated  by  the  estimates  of  canying  capacities,  varies  substantially 
from  area  to  area  and  tract  to  tract.  The  estimates  of  carrying  capacity  range  from  as  good 
as  less  than  1  acre  per  animal  unit  month  (AUM)  to  as  poor  as  more  than  99  acres  per 
AUM. 
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The  availability  and  distribution  of  livestock  water  in  individual  areas  are  extremely 
variable.    Many  of  the  smaller  tracts  in  the  areas  of  scattered  ownership  have  no  on-site 
source  of  water.  The-iivestock  must  walk  to  a  source  on  the  adjoining  or  surrounding  lands 
for  water.  On  some,  water  has  been  piped  to  the  tract.  Others  have  a  good,  reliable  on-site 
source  of  water,  either  natural  or  developed. 

Over  the  years,  a  wide  variety  of  improvements  have  been  added  to  public 
rangelands,  such  as  roads,  cattle  guards,  fences,  corrals,  dams,  tanks  and  troughs.  In  many 
cases,  ail  or  part  of  the  cost  of  the  improvements  have  been  paid  by  the  permittees. 


HIGHEST  AND  BEST  USE 

In  appraisal  terminology,  the  highest  and  best  use  of  a  property  is  described  as  "that 
reasonable  and  probable  use  that  will  support  thTliighest  present  value,  as  defined,  as  of 
the  effective  date  of  the  appraisal." 

This  appraisal  is  of  the  "market  value  of  the  right  to  graze  livestock...",  or  of  a  unit 
of  rental.  This  is  only  a  partial  interest  in  the  land.  It  may  or  may  not  be  the  highest  and 
best  use  of  the  land. 
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APPROACHES  TO  VALUE 

The  October  1983  report  explains  that  the  Cost  and  Income  Approaches  to  value  are 
of  no  benefit  to  the  process  of  valuing  the  subject  grazing  privileges.  A  lease  comparison 
approach  is  appropriate  and  is  a  process  of  comparing  similar  leases  -  or  privileges  and 
interests,  with  those  granted  by  the  BLM  and  FS. 

This, updated  appraisal  relies  solely  on  the  Lease  Comparison  Approach,  which  is 
applied  in  a  Mass  Appraisal  Technique. 

COMPARABLE  LEASE  DATA 
October  1983  Appraisal 

The  data  base  of  the  October  1983  appraisal  included  11,039  negotiated  leases  and 
36,283  administrative  leases,  none  of  which  included  significant  landlord  services.  The  leases 
were  sorted  into  10  groups  or  sub-files  representing  categories  of  lease  transactions. 

Sub-file  Description 

A  Not  intended  to  be  market  price 

B  Defy  comparative  analysis 

C  Price  is  administratively  set 

D  Price  expressed  in  lump  sum 

E  Take  in  or  serviced  leases 

F  Deny  public  access 

G  More  than  10%  crop  aftermath  or  meadow 

H  Water  not  present  within  leased  area 

I  Corporate,  railroad,  or  state  ownership 

J  Less  than  10%  crop  aftermath  or  meadow 

Each  sub-file  was  also  sorted  by  animal  type  and  then  the  sub-files  containing  mature 
cattle  and  horses  were  analyzed.  It  was  found  that  with  the  exception  of  Sub-files  A,  B,  C 
and  E,  the  range  of  indicated  prices  were  well  within  the  range  of  prices  reflected  by  the 
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best  price  indicators  in  Sub-tile  J.  Based  on  this  analysis,  Sub-files  D  and  F  through  J  were 
combined  as  the  primary  data  base  upon  which  the  estimates  of  value  were  based. 

The  transaction  data  was  then  studied  relative  to  location,  giving  consideration  to 
seasons  of  use,  topography,  climatic  characteristics  and  so  forth.  The  analysis  suggested 
lease  rates  as  a  basis  for  drawing  pricing  boundaries. 

The  consolidated  data  base  was  then  segregated  based  on  the  payment  schedule  with 
those  groupings  calling  for  payment  in  advance  being  compared  to  leases  with  other  payment 
terms.  This  analysis  resulted  in  a  10  percent  discount  indicated  for  advance  payment  and 
a  10  percent  surcharge  for  payments  at  the  end  of  the  season. 

The  processing  and  analysis  of  this  transaction  data  showed  that  no  adjustments  were 
necessary  for  value  influencing  factors  such  as  location,  size,  water  distribution,  or  animal 
type  -  within  each  pricing  area. 

Updated  Data  t.  t 

The  updated  lease  information  is  comparable  to  the  grazing  privileges  offered  by 
BLM/FS  to  a  similar  degree  as  the  data  utilized  for  the  1983  appraisal.  The  current  data 
is  less  extensive  but  considered  adequate  and  appropriate  for  the  task  of  measuring  the 
amount  and  direction  of  change  since  the  previous  report. 

Many  of  the  comparables  encompass  some  BLM/FS  lands,  others  adjoin  these  federal 
ownerships,  while  still  others  are  completely  separate  but  of  similar  quality  regarding  all  or 
most  of  the  pertinent  value  factors.  As  noted  elsewhere  in  both  appraisal  reports,  many 
items  of  perceived  non-comparability  have  been  tested  by  the  market  data  and,  except  for 
location  (pricing  area)  and  "conditions  of  use",  were  found  to  be  so  insignificant  as  to  require 
no  adjustment. 
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Comparison  of  Private  Leases  tn  Public  Permits 

In  the  October  1983  appraisal  the  private  land  lease  rate  was  compared  to  lease  rates 
of  other  federal  lands  and  lease  rates  on  public  rangelands.  This  comparison  showed  that 
federal  ownership  appears  to  lease  for  an  amount  slightly  less  than  that  of  nonfederal 
properties.  As  a  result,  the  fair  market  value  of  grazing  on  public  lands  reflects  a  five 
percent  downward  adjustment  of  the  private  land  lease  rate.  This  adjustment  is  entitled, 
"Conditions  of  Use",  and  reflects  the  impact  of  the  administrative  requirements  associated 
with  federal  permits. 

Westwide,  the  1991  private  and  federal  lease  data  collected  reflects  an  average 
private  land  lease  rate  of  $10.12  per  HDMO-PRMO  and  a  federal  lease  rate  of  $9.65  per 
HDMO-PRMO.  This  4.64  percent  difference  conforms  with  the  conclusions  drawn  from  the 
more  voluminous  data  analyzed  in  the  October  1983  appraisal.  Therefore,  the  five  percent 
adjustment  for  "Conditions  of  Use"  continues  to  be  valid  and  has  again  been  applied  to  the 
current  estimate  of  the  private  land  lease  rate. 


MARKET  INVESTIGATION 

In  this  appraisal  update,  the  appraisers  interviewed  many  of  the  lessors  or  lessees  who 
provided  private  lease  data  used  in  the  October  1983  appraisal.  Additional  data  was 
obtained  on  leases  of  government  lands  from  agencies  such  as  the  Bureau  of  Indian  Affairs, 
Fish  and  Wildlife  Service,  Army  Corp  of  Engineers,  and  so  forth.  Where  possible,  current 
as  well  as  1983  lease  data  was  obtained  from  these  new  sources. 
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The  summary  of  the  new  daia  is  presented  in  tables  within  the  Valuation  section  of 
this  report  and  is  separated  by  pricing  areas.  In  addition  to  the  information  in  the  tables, 
the  confirmation  interviews  -  when  possible,  included  discussions  of  fencing,  livestock  water, 
responsibilities  of  services,  comparability,  carrying  capacity,  and  so  forth  -  actually  many  or 
most  of  the  significant  items  included  in  the  Data  Collection  Form  used  for  the  October 
1983  appraisal.  See  Exhibit  10.  Volume  II  of  the  October  1983  report. 

In  addition,  data  and  opinions  concerning  lease  rates  were  solicited  from  appraisers, 
government  agency  employees,  as  well  as  ranchers  and  other  knowledgeable  sources. 
Economic  data  compiled  by  USDA-NASS  pertaining  to  cattle  grazing  rates  on  privately 
owned  non-irrigated  land,  beef  cattle  prices  and  inventories,  as  well  as  farm  real  estate 
values  were  also  obtained.  This  data  was  used  by  the  appraisers  to  supplement  the  private 
and  government  lease  data  in  arriving  at  their  final  opinion  of  value  for  the  six  pricing  areas. 

The  tables  presented  on  the  following  page  summarize  the  private  and  governmental 
leases  which  were  verified  in  this  appraisal. 
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PRIVATE  LEASE  RATES 

FEDERAL  GRAZING  STUDY  UPDATE 

Lau,  Mitchell  &  Assoc.  3/92 

West  Wide  Totals 


AHfcA  |  NO.  LEASES;  NO.  ACRES  I  NO.  ANIMALSTsaa" 


1  I 


16 


22 


100 


PRICE 


1051 


10] 


TOTAL 


53834! 


258741 


704034 1 


7141451 


17189531 


86722 


TOTAL 


199061   S12.97 


53963 1   $10.66 


1562071     S&86 


1427381     S6.39 


145700 


S7.65 


83181     S8.18 


1991 


$14.74 


$9.85 


$9.80 


change: 


$7,651 


$8,261 


$9,341 


$1.77 


($0.81) 


$0.93 


$1.26 


$0.61 


ADJUSTED  PRICE 


1991 


$15.11 


$9.71 


S9.85 


$7.62 


$8.26 


$1.161     S9.34 


CHANGE 


$2.13 


($0.95) 


S0.98 1 


$1.23 


S0.61 


TOTAL:  AVE        AVE    "AVE  AVE      ~AVE 

260        3536429  526832       $9.12       $9.94  $0.82       $9.98 


S1.16  i 


$0.86 


GOVERNMENTAL  LEASE  RATES 

FEDERAL  GRAZING  STUDY  UPQATE 
'    Lau,  Mitchell  &  Assoe^-3/92 
West  Wide  Totals 


AREA 

NO.  LEASES 

NO.  ACRES 

NO.  ANIMALS 

1983 

1!  PRICE 

1991 

CHANGE.- 

ADJUST 
•1991":  -a 

55M5ET 
CHANGE 

1 

5 

2705700 

339450 

$6.19 

$9.57 

$3.38 

$9.77 

$3.58 

2 

4 

34928 

3600 

$8.86 

$8.84 

(S0.02) 

$8.84 

($0.02) 

3 

5 

4940 

216 

$6.36 

$10.09 

$3.73 

$10.09 

$3.73 

4 

18 

139533 

174912 

$7  44 

$7.87 

$0.43 

$7.87 

$0.43 

5 

9 

398532 

34556 

$5.36 

$7.96 

$2.10 

$7.96 

$2.10 

6 

15 

132939 

56221 

$11.59 

$13.84 

$2.25 

$13.45 

$1.86 

TOTAL 

56 

TOTAL 
3416572 

TOTAL: 

608955 

AVE 
$7.72 

AVE 
$9.70 

AVE 
$1.98 

AVE 
$9.66 

AVE: 
S1.95 
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Price  Area  1 

Physical  Description  -~ 

Price  Area  1  includes  the  easterly  two-thirds  of  North  Dakota,  all  of  South  Dakota, 
a  portion  of  southeast  Wyoming,  counties  in  Nebraska  -  north  of  the  Platte  River  and  the 
Colorado  line,  as  well  as  Weld  County,  Colorado.  This  area  includes  some  of  the  more 
productive  range  in  the  western  United  States.  Precipitation  is  generally  20  inches  or  more 
with  a~' growing  season  of  more  than  250  days.  Population  densities  are  generally  low,  with 
topography  ranging  from  essentially  level  to  hilly.  Winter  can  be  quire  severe  with  high 
winds,  cold  temperatures  and  snow,  causing  some  hazard  to  livestock  in  the  early  spring  and 
fall. 

This  price  area  generally  covers  portions  of  the  short-  and  tall-grass  prairie  provinces. 
Grazing  in  this  area  is  generally  during  the  spring,  summer,  and  fall. 

Public  Ranoeland  Data 

Considerable  data  regarding  the  public  rangelands  within  Price  Area  1  is  provided  by 
Tables  MC-1-1  and  MC-1-2,  Pages  144  and  145,  Volume  I  of  the  October  1983  report. 

In  summary,  it  is  notable  that  of  the  3,622,616  acres  of  public  rangeland,  35  percent 
is  in  National  Grasslands  (NGL)  jurisdiction  -a  higher  percentage  than  any  of  the  price 
areas.  National  Forest  (NF)  is  40  percent  and  BLM  is  25  percent.  This  price  area 
represents  only  1.2  percent  of  the  gross  number  of  acres  of  public  rangeland  in  the  western 
17  states.  The  average  stocking  rate  of  4.36  acres  per  AUM  on  public  rangelands  confirms 
this  designated  area  as  having  the  best  quality  grazing  of  the  six  areas  studied. 
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Valuation  ■  Mature  Cattle  and  Hnrw 

On  the  following  page  is  a  summary  of  the  updated  transaction  data  accumulated  for 
this  price  area. 

The  Fort  Meade  property  in  South  Dakota  is  described  in  the  October  1983  report. 
The  grazing  continues  to  be  bid  on  an  open  basis,  every  three  years,  for  three  year  terms. 
There  are  1,261  AUMs,  or  227  cows  with  calf  on  one  unit  and  699  AUMs,  or  138  cows  with 
calf  on  the  other  unit.  The  following  graph  depicts  the  variations  that  occur  in  the  bid 
grazing  rates. 


FT.   MEADE  S.   DAKOTA 
Grozing  Bids,   1973-1990 
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The  1992  rate  is  6.7  percent,  or  $1.01  less  ($15.17  to  $14.16  per  AUM)  than  the  rate 
paid  in  1983. 

Payment  is  in  advance  for  each  year.    Fence  repairs  are  the  responsibility  of  the 
lessee.   Water  (mostly  springs  and  streams)  is  maintained  by  the  BLM.  The  Government 
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PRIVATE  GRAZING  LEASE  RATES- MATURE  CATTLE 

FEDERAL  GRAZING  STUDY  UPDATE 

LAU.  MITCHELL  &  ASSOC,  3/92 

PRICING  AREA  1 


AREA  IDATANO" 


1 


310090035 


08123NEW 


4601 9NEW 


061230006 


461030016 


310*50013 


460630047 


460330023 


310310019 


310450006 


460*70001 


46CH70014 


311710020 


1    310090021 


1  I46063NEW 


1  [310310019 


TOTAL. 
16 


staTe" 


NE 


CO 


SD 


CO 


SO- 


NE 


§5" 


SD 


NE 


NE 


SD 


SD 


NE 


NE 


SD 


NE 


COUNTY 


BLAINE 


WELD 


BUTTF 


WELD 


PENNINGT 


DAWES 


HARDING 


CUSTER 


CHERRY 


DAWES 


FALL  RIVSF 


FALLRIVEF 


THOMAS 


BLAINE 


HARDING 


CHERRY 


ACRES 


2560 


640 


5000 


5500 


2660 


3600 


7000 


230 


7660 


1000 


2300 


1460 


7134 


2750 


2000 


19O0 


YypT 


"lJV£st6CK 


PAIR 


PAIR 


PAIR 
PAIR 


PAIR 
"PAJR" 
"PAIR" 


PAIR 


TOTAL: 
53634 


PAIR 


PAIR 


PAIR 


PAIR 


PAIR 


PAIR 


PAIR 


PAIR 


CAPACITY 


1200 


52 


3240 


1375 


1060 


1075 


1968 


63 


2625 


480 


920 


282 


3600 


1000 


600 


325 


PRICE 


1983 


$22.21 


$621 


$1262 


$13.00 


$13.24 


$15.00 


$12.45 


$12.44 


$16.00 


$10  42 


$12.00 


$10.64 


"$59? 


$15.00 


$6  00 


$2019 


TOTAL; 
19906 


l99t 


$1667 


$615 


$12.82 


$13.00 


$13.24 


$15.00 


$12.50 


$13.69 


$18.00 


$12.50 


$15.00 


$14.18 


$7.43 


$20.00 


$13.33 


$32.31 


AVE: 
$12.97 


"AVE 
$14.74 


SCHANGgi891  PRlcaSCHANGE 


($5.54: 


($2061  $6.15 


$Q00 
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$000 


$000 


"SoSs" 


$1.25 

"$200 
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$300 


»54 


$1.46 

"$500 


$533 


$12.12 


'ADJUSfgD     " 


$20.00 
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$13.24 
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$15.00 


$14.18 
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AVE: 
$1.77 


$32.31 
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S1S.11 


($£211 
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"$aoo 
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$5.00 


$5.33 
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AVE: 
$2.13 


GOVERNMETAL  RENTAL  RATES 

FEDERAL  GRAZING  STUDY  UPDATE 
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PRICING  AREA  1 


AT5SX 
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TOTAL: 
5 
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NE 
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SD 


SD 


SD 
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5700 


ALL 
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UK 
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T^S 
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UK 


PAIR 


UK 


PAIR 


TOTAL: 
2705700 


CAPACITY 


UK 


1960 


UK 


PRICE 


^963 


$15.17 

$4.00 


33749Q 
TOTAL 
339450 


$5.60 


1991 
"U85" 


TTTS 


$14.16 


AVE: 
$6.19 


.,86.00 

"$770 


"AVE 
S9.57 


T 


►ZSE  3tLiLui£1  ii:r.vr«  ■= 


ffi.pi; 


$200 


S210 


AVE: 
$336 


$1265 


$715 


$15.17 
$600 


■$770 


AVE: 
S9.77 


$000 


$200 


$210 
AVE: 
S3  56 
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is  not  liable  for  any  loss  of  livestock.  The  Government  can  terminate  the  contract  with  30 
days  written  notice.  Grazing  must  be  done  in  accordance  with  the  management  plan. 

This  is  excellem~pasture.  The  lessee  can  be  assured  the  land  has  not  been  overgrazed 
and  that  water  will  be  dependable  at  a  reasonable  distance.  However,  there  is  considerable 
public  recreational  traffic  within  the  perimeters  of  the  land. 

The  current  leases  were  bid  in  November  1989  to  apply  to  the  1990  -  1992  grazing 
seasons  (May  15  to  October  30).  Investigation  of  other  leases  in  the  neighborhood  suggest 
if  this  pasture  were  offered  on  the  market  as  of  January  1,  1992  the  price  would  have  been 
slightly  higher,  thus  denoting  a  level  to  slightly  higher  change  from  1983  to  1992,  rather  than 
the  previously  indicated  minus  6.7  percent. 

The  16  observations  involving  private  lands  provide  a  wide  range  of  prices  being  paid 

in  1991,  however,  10  of  the  16  are  from  $1150  to  $15.00.  The  changes  from  1983  figures 

range  from  down  $2.21  per  AUMto  up  $12.11  With  12  of  the  changes,  the  median  is  $1.75. 

it. 

The  private  land  lease  data  therefore  suggests  an~increase  of  $1.75  to  $150  per  HDMO* 
PRMO. 

The  lease  rates  on  government  land  in  Price  Area  1  increased  an  average  of  $3.58 
per  AUM  during  the  study  period.  The  Nebraska  and  South  Dakota  rates  paid  for  state 
leased  land  are  included,  however,  the  prices  vary  substantially  with  $6.00  for  South  Dakota 
and  $1185  for  Nebraska.  The  average  of  the  other  three  observations  is  about  $10.00  and 
therefore  the  total  averages  are  not  materially  affected  by  including  the  state  leases. 

Although  the  change  in  averages,  1983-91,  is  $3.58,  the  rate  indicated  by  these 
governmental  leases  is  at  nearly  $10.00,  which  would  be  no  change  from  the  October  1983 
report.    However,  due  to  the  open  market  conditions  by  which  the  Ft.  Meade  leases  are 


David  J.  Lau  and  Associates  Robert  J.  Mitchell  &  Associates 


negotiated  with  a  current  rate  of  $15.17,  the  change  from  the  October  1983  report  would 
definitely  be  up. 

The  NASS  data  for  this  region  is  up  approximately  $1.75  to  52.00  and  the 
knowledgeable  opinion  poll  is  definitely  up. 

Considering  the  higher  rates  indicated  for  the  current  date,  a  change  of  plus  S2.00  is 
considered  appropriate. 

The  1983  figure  was  $10.00.  The  updated  private  land  lease  rate  is  therefore: 
$10.00  +  $2.00  =      $1100  per  HDMO-PRMO 
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PRICING     AREA 


Price  Area  2 

Physical  Description— 

Price  Area  2  is  located  immediately  south  of  Price  Area  1,  beginning  in  Nebraska  at 
the  Platte  River  and  extending  southward  through  Kansas  and  Oklahoma  to  the  North  Texas 
border,  but  including  Dallam  and  Hemphill  Counties  in  Texas.  (Both  of  these  Texas 
counties  contain  National  Grasslands  under  the  administration  of  Region  3,  FS).  The 
eastern  boundary  is  the  Oklahoma- Arkansas,  Kansas-Missouri  and  portions  of  the  Nebraska- 
Iowa  borders.  It  then  extends  west  to  central  Colorado  and  into  eastern  New  Mexico.  The 
western  boundary  approximates  the  "Front  Range"  of  the  Eastern  Rocky  Mountains, 
separating  the  mountainous  area  from  the  eastern  prairie.  The  southerly  boundary  is 
ragged,  meandering  along  the  southern  county  lines  of  Lea  and  Chaves  Counties,  New 

Mexico,  then  extending  north  along  the  Texas-New  Mexico  border  to  the  southern  boundary 

it 
of  Dallam  County,  Texas;  the  eastern  boundary  otXTmarron  County,  Oklahoma;  east  along 

the  Kansas-Oklahoma  border;  and  then  south  along  the  western  and  southern  boundary  of 
Beaver  County,  Oklahoma,  before  returning  to  the  Oklahoma-Texas  border.  This  boundary 
then  extends  south  to  the  southern  boundary  of  Oklahoma  and  east  to  the  Arkansas  line. 
The  topography  of  the  area  is  similar  to  Price  Area  1  except  that  it  is  more 
mountainous  in  its  westerly  portions.  The  eastern  pan  of  this  pricing  area  is  a  continuation 
of  the  tall-grass  prairie  province,  with  the  western  portion  in  the  more  arid  Great  Plains 
short-grass  prairie  province.  Grazing  in  this  area  is  generally  during  the  spring,  summer  and 
fall. 
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Public  Rangelanri  Dnrn 

Considerable  data  regarding  the  public  rangelands  within  Price  Area  2  is  provided  by 
Tables  MC-2-1  and-MC-2-2,  Pages  158  and  159.  Volume  I  of  the  October  1983  report. 

In  summary,  of  the  2.928.466  acres.  27  percent  is  in  the  National  Grassland 
jurisdiction  -  the  second  highest  percentage  of  any  of  the  pricing  areas,  National  Forest  is 
12  percent  and  BLM  is  61  percent.  This  pricing  area  represents  only  1.0  percent  of  the 
gross  number  of  acres  of  public  rangelands  in  the  western  17  states.  The  average  stocking 
rate  of  5.05  acres  per  AUM  on  public  rangeiand  denotes  this  area  as  having  the  second  best 
quality  grazing  of  the  six  areas  studied. 

Valuation 

Following  is  a  summary  of  the  updated  transaction  data  accumulated  for  this  pricing 
area.  The  22  observations  of  private  land  grazing  leases  show  changes  from  1983  data, 
ranging  from  a  minus  $7.19  to  a  plus  of  S2.ll.  _£i£ht  of  the  data  show  minus  figures,  six 
show  no  change  and  eight  show  pluses.  The  median  is  a  minus  $0.95.  The  private  land 
figures  would  therefore  suggest  a  zero  to  minus  $1.00  change. 

The  NASS  data  for  the  five  states  within  this  pricing  area  average  an  upward  change 
of  $1.21.  Limited  data  from  the  knowledgeable  opinion  poll  reflects  a  plus  of  about  $100. 

Giving  considerable  weight  to  the  rates  provided  by  the  study  of  leases  involving 
private  lands  -  a  minus,  off-set  by  the  pluses  reflected  by  the  other  sources,  the  result  is  no 
change. 

The  1983  figure  was  $7.50.  The  updated  private  land  lease  rate  is  therefore  $7.50  per 
HDMO-PRMO. 


David  J.  Uu  and  Associates  Roben  J.  Mitchell  &  Associates 


OT1 


■  wiyww^^l L  L- 

* 

!3tS! 

—  1  "".J 

1 


PRICING     AREA 


J 


PRIVATE  GRAZING  LEASE  RATES-MATURE  CATTLE 

FEDERAL  GRAZING  STUOY  UPDATE 

LAU.  MITCHELL  &  ASSOC-  3/92 

PRICING  AREA  2 


A^fcA  ibAtANo  isrAteicoWrvnACRgs 


£ '030250044  'CO 
~2  1060550017100" 


'080550061 

aioeossooeT 


CROWLEY ' 

: HUERFANO 


-896 


ICO 


•2IOe0410003~fc 

^loe6ncx>2Tc 


ico 


CO 


t HUERFANO 
I  HUERFANO 


•3000 


760 


21350110009 


&.PASO 

senY" 


3000 


5000 


2eco 


21060410003   JCO 


JOEBACA   I       X761 


_gl06099004Q  ICO 


'EL  PASO    ;       20000 
I  PROWERS 'UK 


2  1 350590132  INM       i  UNION 


g!060710Cl9  ICO' 


_2IOe0990004Tco" 


T0620 


I  LAS  ANIMAi 
I  OTERO      " 


650001 


T000I 


^356] 


OK       i  RQGE"RMiQ         28201 


.21080990037   ICO       iQTERO 


270001 


i 06061 0020 


1350590046 


CO 
INM 


•KIOWA 


'5461 


I  UNION 


34401 


UVEStggg 
TYPE  |  CAPACITY 


PAIRI 


SAIRI 


COW 


PAIR 


PAIR 


PAIR 


PAIR 


AUMS 


AUMS 


<i  1061010032   ICO       IPUEBLO     j         OOP] COWS 


*  1060990007   ICO       i  PROWERS  I         SCOOl 5a7r 


21060110007  ICO       IBENT 


I  2.350250012 

TOTAL:  

22 


NM 


ILEA 


52401 


236601 


TOTAL: 
2S6741 


PAIR 


PAIR 


PAIR 


PAIR 


PAIR 


*  1060710121    ICO        iLASANIMA  640&T PAIR 


=  AlP 


PAIRI 


PAIRI 


PAIR  I 


720 


2400 


210 


925 


2400 


1134 
"6056" 


1200 


1300 


12000 


240 


2256 


6600 


PRICE- 


1963 


$22.00 


$631 


$15.00 


$15.00 
511.50 


$13.20 


$647 


$12.00 

"'$2.66 


t»lf$CHAN 


$22.00 


"$292" 


$10.00 


$10.00 


$10.66 


$6.41 


$10.00 


59.00 


512.00 


$13.00 


$16.67 


$23.44 


SS.00 

-$TtT 


14401 


$11.67 


744 


4200 


g  1 06071 0029  ICO       iLASAMMA       20000 1  pairI 6000 


594 


3600 


TOTAL: 
53963 


5416 


$6.57 


$5.00 


$600 


$262 


$2.00 


$5.50 


$12.00 


$13.00 


$16.67 


$23.44 

""SHI 


M 


$13.13 


$S72| 


$10,461 


$7,001 


SO.  00. 
(55391 


fiapiPfticfsi 
$14,611 


ffi92l 


$10.001 
$10.00 1 


TO2 


(iioej 


l7"50l 
$10,001 


IS 


41 


$10.00 


JQOOl         £2.60 
(53501  59.00 


50001 

$6.661' 


$13,001 


$Q0&1     sTelTI 


$0,001 


$23.44| 


$0621 


$5,621 


$67621 


$9,001 


$1  46 1       $13,131 


$1  56 


$1.91 


$200 


AVE: 
SI  0.66 


$10,001 


$200 


$5,721 


510.461 


57.001 


$4,931 


$10,001 


$2111 


$4,331 


AVE: 
$8.86 


AVE: 
<$a81) 


AVE: 
$9.71 


87.19)1 
3539)1 


3500] 


"ifSool 


34.00)1 


jSUoi 


"5266) 


5200) 


aOOO 


SO  00 


$12.001       $6Tco 


"saioo 


$Q00 


Taw 


$as2 


$1.29 


$1.46 


$1.56 


SI. 91 
S200 


$200 


5211 


AVE: 
(50.95) 


GOVERNMETAL  RENTAL  RATES 

FEDERAL  GRAZING  STUDY  UPDATE 

Uu  Mitetttl  &  Assoc.  3/92 

PRICING  AREA  2 


JAftgA  jdaTan6 


210117 


2T0093 


21060690004 


2  350250012 


TOTAL: 

4 


state 


OK 


OK 


CO 


NM 


COunTy  'ac^eT 


CIMARRON 
CIMARRON 


"SSH 


59721 


OTERQ 


LEA 


1356] 


UVESTgQX 
'TYPElCAPACrTY 


COWS  I 


COWS  I 


PAIRi 


!       23680J 
"TOTAL: 
34926 


PAIRI 


3600 


TOTAL: 

3600 


"T55J 


$4.72 


S4.44 


$23.44 


$2,62 


pftcg-  ;      aoj 

idfr  I  i  Changs' "igiTgr 


5350 


»50 


$23.44 


AVE: 
58.66 


(51.22! 


30.94; 


"5000 


$4.93 

■aveT- 

5664 


52.11 


"AVE 

<5Q01) 


(SQ01) 


David  J.  Lau  and  Associates 


-  77  - 


Robert  J.  Mitchell  &  Associates 


PRICING     AREA 


Price  Xrea  } 
■     Physical  Description 

Price  Area  Eludes  the  western  third  of  North  Dakota,  all  of  Montana,  a  portion 
of  east-centrai  Idaho.all  of  Wyoming  (except  the  three  southwestern  more  counties  and  two 
counties  in  the  east-centrai  portion  of  the  state  bordering  on  Nebraska  and  South  Dakota), 
all  of  the  mountainous  pan  of  Colorado  (except  the  four  northwestern  most  counties),  and 
all  of  the  mountainous  area  of  New  Mexico,  leaving  the  desert  area  of  the  southern  and 
Plains  eastern  portions  of  the  state  in  other  pricing  areas.  This  pricing  area  is  made  up  of 
mountainous  areas  with  coniferous  forests  and  mountam  meadows,  the  prairies  of  eastern 
Montana  and  Wyoming,  the  Missouri  River  Breaks  of  northeastern  Montana,  and  a  portion 
of  the  grassland  praine  of  western  North  Dakota.  The  grazing  seasons  in  this  pricing  area 
are  limited  by  weather  with  severe  winters  and  mild  summers. 

The  vegetative  cover  of  this  pricing  area  is  dominated  by  the  Great  Plains  short-grass 
prairie  province  in  its  northeastern  area,  and  mix^conifer  forest  with  mountain  parks  in 
the  remaining  mountainous  areas.    The  topographic  characteristics  generally  are  quite 
mountainous,  with  the  exception  of  the  Missouri  River  Breaks  in  north-cemral  Montana  and 
the  gently  rolling  prairie  to  the  south  and  east.  The  Missouri  River  Breaks  surface  area  is 
broken,  with  numerous  deep  drainages  extending  to  the  Ft.  Peck  Reservoir.  Frost-free  days 
in  this  pricing  area  run  from  less  than  100  in  the  northern  portion  of  the  area  to  more  than 
250  in  the  southern  areas.   Price  Area  3  is  usually  quite  dry  with  precipitation  generally  in 
the  10  to  15  inch  range.    Winters  can  be  quite  severe  with  blizzard  conditions  relatively 
common.  The  summers  are  typically  very  warm  and  dry  except  for  scattered  thunderstorms, 
which  on  occasion  can  cause  flash  flooding.    Grazing  in  this  area  is  generally  during  the 
spring,  summer,  and  fall. 
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Public  Raneeland  Data 

Numerous  data  regarding  the  public  rangeiands  within  Price  Area  3  is  provided  by 
Tables  MC-3-1  and  MC-3-2,  Pages  170  and  171,  Volume  I  of  the  October  1983  report. 

There  is  a  total  of  81.605,756  gross  acres  in  this  pricing  area  which  constitutes  26.5 
percent  of  all  public  rangeiands  within  the  western  17  states.  Of  that  total  only  2  percent 
is  NGL,  54  percent  NF  and  44  percent  BLM.  The  average  stocking  rate  is  8.56  acres  per 
AUM  on  the  public  rangeiands.  which  is  slightly  better  than  average  for  the  total  "westwide" 


area. 


Valuation 

Following  is  a  summary  of  the  updated  transaction  data  accumulated  for  Price  Area 
3.  The  100  observations  involving  private  land  show  changes  from  the  October  1983  data 
ranging  from  a  minus  $4.83  to  a  plus  of  $7.50.  Twelve  of  the  data  show  minus  figures,  33 
show  no  change,  and  55  show  pluses.  The  mediaajs_a  plus  $0.98  which  is  a  strong  indicator, 
based  on  the  substantial  amount  of  information  available. 

The  average  of  the  governmental  rental  rates  increased  markedly  ($3.73),  however, 
some  of  the  highest  rates  are  for  above  average  pasture. 

The  NASS  data  for  the  six  states  included  within  Price  Area  3  average  an  increase 
of  $0.41,  however,  the  four  states  making  up  the  majority  of  the  area,  average  a  decrease 
of  $1.76.  Forty  opinions  from  knowledgeable  sources  suggest  an  increase  of  over  $3.00. 

As  a  result  of  thest  analyses,  the  private  land  lease  rate  for  Price  Area  3  is 
determined  to  have  changed  upward  S1.00  over  the  $8.00  per  HDMO-PRMO  reported  in 
the  October  1983  report. 

$8.00  +  S1.00  »    S9.00 
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Price  Area  4 

Physical  Description" 

Price  Area  4  contains  the  seven  northern-most  counties  of  California,  all  of  Oregon, 
all  of  the  State  of  Washington,  all  of  Idaho  (except  the  four  counties  in  its  east-central  pan), 
Washoe  and  Elko  Counties  in  Nevada,  the  southwestern  three  counties  of  Wyoming,  the  four 
northwestern-most  counties  of  Colorado,  and  all  of  Utah  (except  the  six  southern  counties 
bordering  on  Nevada,  and  Kane  County  in  the  southern  portion  of  the  state).  This  pricing 
area  is  quite  diverse  m  its  composition  as  it  includes  all  of  the  northwestern-most  area  of  the 
United  States  with  property  types  ranging  from  rain-forest  in  Washington  to  high  desert  in 
Nevada.  The  binding  element  of  this  pricing  area  is  the  grazing  use  pattern  predominant 
throughout  its  area.  Livestock  grazing  occurs  in  the  transitional  foothills  between  the  lower 
agricultural  valley  bottoms  and  timbered  mountainous  areas.  This  pattern  of  utilization  is 
the  reason  this  diverse  and  populated  area"TT"generally  homogeneous  for  livestock 
production.  Numerous  of  the  marine,  Mediterranean,  and  highland  provinces  are  included 
in  this  pricing  area.  The  climatic  conditions  are  moderate  to  wet  with  generally  moderate 
temperatures.  Grazing  in  Price  Area  4  is  typically  during  the  spring,  summer,  and  fall. 

Public  Rangeland  Datft 

Tables  MC-4-1  and  MC-4-2,  Pages  182  and  183,  Volume  I  of  the  October  1983  report 
provide  copious  data  regarding  the  public  rangelands  within  Price  Area  4. 

This  pricing  area  constitutes  32.4  percent  or  99,614,780  acres  from  the  total  of  all 
public  rangelands.   Less  than  one  percent  is  composed  of  NGL,  47  percent  is  NF  and  53 
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percent  BLM.  The  average  stocking  rate  of  12.05  acres  per  AUM  is  indicative  of  the  only 
fair  quality  grazing  as  an  average  throughout  this  area. 

Valuation 

Following  is  a  summary  of  the  updated  transaction  data  accumulated  for  Price  Area 
4.  The  105  private  land  lease  observations  reflect  a  wide  range  of  prices  paid  in  1991  and 
depict  changes  ranging  from  rates  being  down  S3.00  to  up  $8.00.  The  median  is  up  $1.23. 
Only  eight  of  the  observations  suggest  a  downward  trend,  27  denote  no  change  and  70  show 
an  upward  trend.  Considering  the  volume  of  information,  a  plus  change  of  over  $1.00  is 
strongly  indicated. 

The  18  governmental  rental  rate  observations  show  an  average  increase  of  $0.43  per 
AUM.  The  changes  range  from  minus  $8.56  to  plus  $5.65.  The  average  price  denoted  for 
1991  is  $1.62  above  the  October  1983  reported  price  of  $6.25. 

The  NASS  data  for  the  seven  states  where  data  is  Available  and  represented  in  Price 
Area  4  average  a  positive  change  of  $1.09,  however,  the  four  states  which  comprise  the  large 
majority  of  this  pricing  area  show  an  average  increase  of  $1.88. 

The  opinion  from  29  knowledgeable  sources  reflect  an  increase  of  about  $3.00. 

It  is  therefore  considered  appropriate  that  the  $6.25  per  HDMO-PRMO  private  land 
lease  rate  reported  in  1983  be  adjusted  upward  in  the  amount  of  $1.25,  or  to  $7.50. 
$6.25  +  51.25  =       $7.50  per  HDMO-PRMO 
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PRICING     AREA 


Price  Area  5 

Physical  Description" 

Price  Area  5. includes  a  portion  of  southern  New  Mexico,  all  of  Arizona,  all  of 
Nevada  (except  Washoe  and  Elko  Counties  which  are  in  Price  Area  4),  and  the  seven 
counties  in  southwestern  Utah,  including  Toolle,  Juab,  Millard,  Beaver,  Iron,  Washington, 
and  Kane  Counties,  and  the  five  southeastern  desert  counties  of  California.  This  pricing 
area  is  comprised  essentially  of  the  high  and  low  desert  country  of  the  west.  Annual 
precipitation  throughout  this  area  is  generally  less  than  eight  inches,  with  the  majority  of  it 
in  the  form  of  summer  thundershowers.  The  northern  portions  of  the  area  get  some 
periodic  winter  snows.  Temperatures  range  from  below  freezing  in  the  winter  to  well  above 
120  degrees  Fahrenheit  in  the  summer.  The  carrying  capacity  of  the  native  range  in  this 
area  is  among  the  worst  in  the  United  States,  with  more  than  160  acres  often  required  to 

u 

support  one  cow  for  one  month.  Grazing  in  this  area  is  generally  during  the  spring,  summer, 
and  fall. 

Public  Rangeland  Data 

Considerable  data  regarding  the  public  rangelands  within  Price  Area  5  is  provided  by 
Tables  MC-5-1  and  MC-5-2,  Pages  194  and  195,  Volume  I  of  the  October  1983  report. 

Of  the  107,187,556  gross  acres  of  public  rangelands  (almost  35  percent  of  the  total) 
none  are  in  NGL,  25  percent  is  NF  and  75  percent,  or  over  80,000,000  acres  of  BLM.  The 
average  stocking  rate  of  slightly  over  13  acres  per  AUM  is  one  of  the  highest  of  any  of  the 
price  areas. 
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Valuation 

Following  is  a  summary  of  the  updated  transaction  data  accumulated  for  this  price 
area.  -— 

The  McGregor  Range  in  New  Mexico  (in  the  extreme  southeast  portion  of  Price  Area 
5)  is  described  in  the  previous  report.  The  grazing  ieases  are  on  a  bid  basis,  however,  the 
1983-84  method  of  bidding  has  been  changed  from  sealed  bids  to  a  current  open,  more 
auction  type,  bid  situation.  Only  21259  AUMs  were  leased  in  1991,  as  compared  to  32,400 
in  1983-84.  The  most  current  average  bid  price  was  $4.13  per  AUM  with  a  range  from  $4.00 
to  $4.85.  The  graph  on  the  following  page  depicts  the  variations  that  have  occurred  over 
the  past  several  years. 

The  1991  rate  is  39.1  percent  less  than  the  average  of  $6.78  per  AUM  applicable  in 
1983-84.  The  regulations  and  restrictions,  as  noted  in  the  previous  report,  still  apply,  except 
the  contracts  are  now  for  nine  months  (October  to  June). 

Apparently  there  are  two  primary  reasonslbr  current  rates  at  nearly  40  percent  less 
than  eight  years  ago.  One  is  that  potential  bidders  or  lessees  understand  the  livestock 
watering  system  is  deteriorating  and  they  are  at  some  risk  of  having  adequate  water  during 
the  entire  grazing  season,  although  the  BLM  provides  a  water  maintenance  crew.  Probably 
the  second  reason  has  the  most  influence.  That  is,  a  drouthy  period  existed  at  the  earlier 
dates,  1982-84,  thus  creating  competition  for  any  existing  grass.  The  most  recent  lower  rates 
reflect  an  era  of  good  precipitation  and  thus  less  competition.  There  is  also  the  possibility 
the  new  bidding  system  has  not  accomplished  the  anticipated  result  of  higher  prices. 
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The  limited  private  lease  data  on  the  following  page  shows  an  average  price  change 
of  plus  $0.61  with  a  range  from  0  to  up  $167  with  four  of  the  six  leases  showing  no  change. 
The  verified  leases  show  a  rental  range  from  $3  JO  to  $15.00  in  1991. 

The  governmental  rental  rate  shows  an  average  increase  of  $2.10,  with  a  range  from 
minus  $2.65  to  a  plus  $5.71.  The  verified  leases  show  a  rental  range  in  1991  of  $4.13  to 
1 J  5.56. 

Lease  data  obtained  from  a  qualified  and  experienced  Nevada  appraiser  indicates 
that  grazing  rates  in  northwestern  Nevada  have  been  stable  between  1980  and  1990.  He 
reports  that  grazing  conditions  have  been  adversely  affected  by  unusually  dry  weather  during 
the  past  four  years. 
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Private  land  lease  data  was  obtained  from  the  Phoenix  office  of  the  Bureau  of  Indian 
Affairs.  This  data  has  been  gathered  to  be  used  for  evidence  in  litigation  concerning  grazing 
rates  on  tribal  lands  which  are  quite  comparable  to  surrounding  federal  lands.  The  79  leases 
reported  in  a  1985  appraisal  showed  an  average  rate  of  S4.92  per  AUM.  The  21  leases 
reported  in  a  1988  study  indicates  an  average  rate  of  $4.53  per  AUM,  a  downward  amount 
of  S0.39.  The  leased  properties  varied  from  100  percent  public  land  to  100  percent  private 
land.  However,  it  should  be  noted  that  this  study  is  now  three  to  four  years  old  and  that 
during  the  ensuing  period,  cattle  prices  have  been  up  substantially.  Therefore,  this  data 
would  suggest  a  rate  of  around  $5.00  to  S5.50  per  HDMO-PRMO,  or  with  no  change  from 
the  October  1983  report. 

Limited  lease  information  could  be  re-verified  from  the  1983  data.  Rent  rates 
obtained  from  other  reliable  sources  produced  conflicting  indications.  Rates  at  McGregor 
Range  were  lower  in  1991  than  in  1983.  No  NASS  data  is  available  for  Nevada  or  Arizona 
and  the  New  Mexico  data  from  that  source  indicted  a  $108  per  AUM  decline  between 
1983  and  1981. 

Considering  the  limited  data  and  conflicting  indications,  no  change  is  justified  in  Price 
Area  5.  The  private  land  lease  rate  of  $5.50  per  HDMO-PRMO  is  applicable  to  the  January 
1,  1992  date  of  value. 
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PRICING     AREA 


Price  Area  ft 


Physical  Description  _— 

Price  Area  6  is  comprised  of  the  Sacramento  and  San  Joaquin  Valleys  and  coastal 
area  of  California  south  of  the  timbered  northerly  portion  of  the  state  that  is  associated  with 
Price  Area  4.  The  eastern  boundary  of  this  pricing  area  approximates  the  east  slope  of  the 
Sierra  Nevada  Mountains  extending  south  to  include  Kern,  Santa  Barbara,  Ventura,  Los 
Angeles,  Orange  and  San  Diego  Counties  in  the  southwest  portion  of  California.  It  includes 
several  provinces  of  the  Mediterranean  Division  ecoregion. 

The  climate  conditions  within  this  pricing  area  are  generally  quite  mild  year-round. 
Grazing  generally  occurs  in  the  foothills  above  the  highly  productive  valley  bottoms. 
Although  grazing  could  occur  in  most  areas  on  a  year-round  basis,  it  generally  occurs  from 
.December  through  September  in  the  eastern  foothill  areas,  with  February  through  May  the 
season  of  use  in  the  western  foothills  and  coastal  a?5as  of  Price  Area  6.  This  is  due  to  the 
severe  drying  that  occurs  in  the  September  through  November  period  and  resultant  fire 
hazard,  as  well  as  general  drop  in  the  productivity  of  the  native  range  in  the  fall  of  the  year. 

Public  Ranyelanti  D?t? 

Tables  MC-6-1  and  MC-6-2,  Pages  208  and  209,  Volume  I  of  the  October  1983  report 
present  considerable  data  regarding  the  public  rangeiands  wthin  Price  Area  6.  The  gross 
acreage  of  12,464,548  acres,  representing  four  percent  of  all  public  rangeiands  within  the 
western  17  states,  is  comprised  of  81  percent  NF  and  19  percent  BLM.  The  average 
stocking  rate  of  21.44  acres  per  AUM  represents  the  lowest  or  poorest  grazing  of  any  of  the 
six  price  areas. 
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Valuation 

Following  is  a  summary  of  the  updated  transacts  data  accumulated  for  this  price 
area.  -— 

The  10  observations  of  leases  including  private  land  provide  a  wide  range  of  prices 
being  paid  in  1991.  However,  the  change  averages  only  $1.16  as  an  upward  trend  with  only 
one  observation  less  than  in  1983,  three  suggesting  no  change  and  six  denoting  an  upward 
trend.  The  governmental  lease  data  (15  observations)  is  mostly  Army  Engineer's  data  for 
1991  rates  with  limited  data  in  1983  to  assess  the  changes.  Nevertheless,  the  average  rates 
have  apparently  increased  about  $1.86  per  AUM.  The  reported  figure  in  1983  was  $6.75. 

The  NASS  data  shows  the  State  of  California  rates  to  be  depressed  in  the  amount 
of  $0.74  since  1983. 

The  opinions  from  11  knowledgeable  sources  indicate  prices  to  be  about  the  same. 
Considering  the  above  data,  the  appropriate  change  is  plus  $1.25.    The  updated 

private  land  lease  rate  is  therefore:  

$6.75  plus  $1.25  =    $8.00  per  HDMO-PRMO 
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PRIVATE  GRAZING  LEASE  RATES-MATURE  CATTLE 

FEDERAL  GRAZING  STUDY  UPDATE 

LAU.  MITCHELL  &  ASSOC.  308 

PRICING  AREA  6 


"iASEA  I  DATA  NO" 


GOVERNMETAL  RENTAL  RATES 

FEDERAL  GRAZING  STUDY  UPDATE 

Lou  Mitcrwi  &  Assoc.  3/92 

PRICING  AREA  0 


132930 


$1.86 
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Yearling  Cattle 

—       Valuation  .  Yearling  fimi- 

As  a  par,  of  the  updated  ren.  study,  27  transactions  regarding  specific  i„forma.ion 
on  ra.es  being  paid  for  graztng  by  yearling  cattle  were  noted.  These  all  involved  private 
land.  The  average  amount  of  change  (1983-91,  ranged  from  a  minus  J0.46  per  head  in  Price 
Area  2  to  a  plus  S1JS  in  Price  Area  6.  Westwide  the  averages  were  up  $0.40.  The  most 
observations  in  any  one  pricing  area  were  12  in  Price  Area  3  (where  the  average  change  was 
.  -  Plus  S0.04,  however,  the  number  of  observanons  then  dropped  to  on,,  5,  4,  4,  2  and  0  in  the 
other  areas. 

Due  to  this  limited  and  somewhat  contradictive  data,  it  was  determined  that  the  most 
appropriate  method  of  estimating  the  updated  lease  rate  for  yearlings  was  to  apply  the  same 
ratio  of  lease  rate  of  yearlings  to  lease  rate  of  mature  cattle  that  existed  in  the  1983  report. 
■  At  that  earlier  date,  1,144  observations  were  availableTthe  ratios  are  well  documented,  and 
therefore  applicat.on  of  those  ratios  is  considered  the  best  method,  especially  with  the 
reliability  given  the  updated  mature  cattle  grazing  rates. 


Price 
Area 


i. 

3 


1992  Private  Land  Lease 
Rate  •  Mature  Cattle 


$12,00 


$7.50 


$  9.00 


S7.50 


$5.50 


$  8.00 


Ratio  from  1983  Report 


1992  Private  Land  Lease 
Rate  •  Yearlings  (Rd) 


0.75 


0.90 


0.78 


0.91 


1.00 


0.70 


$9.00 


$6.75 


$7.00 


$6.80 


$5.50 


$5.60 
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PRIVATE  GRAZING  LEASE  RATES-YEARLING  CATTLE 

rEDERAL  GRAZING  STUDY  UPDATE 

>AU  MITCHELL  &  ASSOCIATES.  3/92 

WESTWIDE 


David  J.  Lau  and  Associates 
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FINAL  VALUE  ESTIMATE 

In  the  preceding  analysis,  the  private  land  lease  rate  as  of  January  1,  1992  is 
estimated  as  follows: 


Price  Area 

Mature  Cattle  &  r- 
fover  18  month  of 

lorses 

Yearling  Cattle 

Cunder  18  months  nf  ape) 

1 

SHOO 

S9.00 

2 

S7.50 

S6.75 

3 

S  9.00 

$7.00 

4 

S7.50 

S6.80 

5 

S5.50 

$5.50 

6 

S8.00 

$5.60 

As  previously  discussed,  the  Mass  Data  Analysis  summarized  in  the  October  1983 
appraisal  on  Pages  133  through  136  concludes  thatTfive  percent  downward  adjustment  of 
the  private  lease  rate  results  in  fair  market  value  "for  grazing  on  public  rangelands. 

Additionally,  since  the  BLM  and  FS  require  payment  in  advance,  the  analysis  on 
Pages  110  through  112  concludes  that  an  additional  10  percent  discount  is  needed  to 
estimate  the  fair  market  value  of  grazing  on  public  rangelands,  advance  payment  The 
following  tables  summarize  the  values. 


David  J.  Lau  and  Associates  Robert  J.  Mitchell  &  Associates 

_    40    _ 


Price  Area 


Mature  Cattle  &.  Horses 

(over  18  months  of  age) 

HDMO-PRMO 


Private  Land 
Lease  Rate 


S  12.00 


S  7.50 


$9.00 


S7.50 


S5.50 


$.8.00 


Fair  Market  Value 
of  Grazing  on  Public 
Land 


$11.40 


$7.10 


S8.60 


$7.10 


$5.20 


S  7.60 


Fair  Market  Value 
Advance  Payment 


$10.26 


$6.39 


$7.74 


$6.39 


$4.68 


$6.84 


Yearling  Cattle 

(under  18  months  of  age) 

HDMO-PRMO 


Price  Area 

Private  Land 
Lease  Rate 

Fair  Market  Value 
of  Grazing  on  Public 
Land 

Fair  Market  Value 
Advance  Payment 

1 

$9.00 

$8.60 

$7.74 

2 

$6.75 

$6.40 

$5.76 

3 

$  7.00 

$6.70 

$  6.03 

4 

$  6.80 

$6.50 

$5.85 

5 

$5.50 

$5.20 

$4.68 

6 

S5.60 

$5.30 

$4.77 
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CERTIFICATION  OF  VALUE 


We  certify  that,  to  the  best  of  our  knowledge  and  belief, 

the  statements  of  fact  contained  in  this  report  are  true  and  correct 
and  no  important  facts  have  been  withheld. 

Z  7ePn°nne,dHana,ySeS'  °Pini°nS'  and  conc,u*°ns  are  limited  only  by 
the  reported  assumptions  and  limiting  conditions  and  ,«  n! 
personal,  unbiased  profession,  analyses*  opinion"^  condusio". 

'  "      Wlh3Ve  ?°u PrCSem  °r  ProsPcctive  interest  in  the  property  that  is  the 

SJSitKf and  we  have  no  interest  or  ra  5£  • 

^TiTT*  "  n0t  ******  on  an  action  or  event  resulting 
from  the  analyses,  opinions,  or  conclusions  in,  or  the  use  of  th"f 


SiJUfiS  °Pini°nS'  and  conclusions  w«e  developed,  and  this 
ofPProfeSonae.nAPrCPare^n  conform^with  the  Unifom isSteS 
of  Professjonal  Appraisal  Practice  as  promulgated  by  the  Aooraisal 
Standards  Board  of  the  Appraisal  Foundation  and  taiwtanKS 

a^  the  Lit^r0iCSS,0na  craCtiCC  °f  thC  APPraisal  In»^  »S3 
as  the  Uniform  Appraisal  Standards  for  Federal  Land  Acquisitions 

the  use  of  this  report  is  subject  to  the  requirements  of  the  Aooraisal 
tamute  relating  to  review  by  its  duly  authorized  re^esetS 
Further  we  cert.fy  and  agree  this  report  shall  be  subject  to  reSewTn 
conformity  with  the  "Uniform  Standards  of  ProSa *w*S 

do^ladSrPHbIiShefd  by  ^  AppraisaI  ^"dation  an^y 
f™H  h  find'ng  °f  ,nade{?uacy  ^all  be  discussed  and  corrected 
as  needed  at  no  cost  to  the  government.  "^cciec 

as  of  the  date  of  this  report  Robert  J.  Mitchell  and  David  J.  Lau  have 

sx^ffir18  under  the  cominu,ng  education  ■**■» 


David  J.  Lau  and  Associates 


Robert  J.  Mitchell  &  Associates 


CERTIFICATION  OF  VALUE  -  CONT. 


areas 


we  are  generally  familiar  with  the  appraised  property  which  is 
the  subject  ot  this  report  and  comparable  transactions  used  in 
developing  the  estimate  of  value.  The  date  of  any  inspection 
was  Summer  1984.  and  the  methods  of  inspection  were  aerial 
and  direct. 

^CtLVr professional  ass,s,ance  ,o  ,tK 


Price  Area 


1/01/92  Fair  Market  Value  of  Grazing  on  Public  Rangeiands   * 
. per  HDMO-PRMO 


Mature  Cattle  &  Horses 
(Over  18  months  of  age) 


Yearling  Cattle 
(Under  18  months  of  age) 


Advance  payment 


/^JxCjbu^ 


David  J.  LatvMAI 


Robert  J.^Mitchell,  MAI 
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WESTWIDE  PRICING  CONSIDERATIONS 

The  request  to  update  the  October  1983  appraisal  ask  for  a  westwide  fair  market 
value  of  grazing  on  public  rangelands  estimate. 

In  the  October  1983  appraisal,  the  appraisers  and  reviewers  concluded  that  the  fair 
market  value  of  grazing  was  most  accurately  estimated  by  dividing  the  17  western  states  into 
six  pricing  areas.  The  lease  re-verification  completed  on  this  analysis  confirms  this  previous 
conclusion. 

The  pricing  areas  have  unique  characteristics  relating  to  physical  characteristics  such 
as  soil,  topography,  and  vegetation:  economic  characteristics  such  as  markets,  livestock  type, 
operating  costs  and  so  forth. 

Since  the  October  1983  report,  the  fair  market  value  of  mature  cattle  grazing  on 
private  land  in  Price  Area  1  increased  S2.00  per  month  while  no  increase  is  justified  in  Price 
Areas  2  and  5.  

The  January  1,  1992  private  land  lease  rate-value  of  $5.50  in  Price  Area  5  goes  to 
S  12.00  in  Price  Area  1  and  reflects  a  spread  in  the  value  of  the  resource  between  the  two 
regions  in  the  amount  of  $7.00.  To  estimate  a  uniform  price  for  the  two  pricing  areas  by 
averaging,  weighted  averaging,  or  other  statistical  methods  would  produce  a  meaningless 
mathematical  result. 

Therefore,  the  appraisers  do  not  believe  that  a  single  westwide  estimate  would 

represent  a  fair  or  equitable  measure  of  the  value  of  grazing  on  public  rangelands. 
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QUALIFICATIONS  OF  DAVTD  J.  LAD 


EXPERIENCE 


J.970  to  Present    __  Independent  Fee  Appraiser  with  offices  in  Salem 

Oregon.  Types  of  real  property  appraised  throughout 
Oregon,  Washington,  and  California  include  commercial 
retail,  commercial  office,  professional  office,  light 
and  heavy  industrial,  multi-family,  farms  and  ranches. 

1965  to  1970         Supervisor,  Agricultural  Loans,  Connecticut  Mutual 

qiSw<I.-HUr¥lC0  Company,  Hartford,  Connecticut. 
Supervised  farm  lending  and  investment  operation 
nationwide,  reviewing  appraisals  and  inspecting 
property  throughout  the  United  States. 

1956  to  1965         Executive  Vice  President,  State  Savings  &  Loan, 

Albany,  Oregon,  and  Mortgage  Loan  Appraiser  for 
Prudential  Insurance  Company  of  America,  Salem. 
Oregon.  '  "■"*•"""' 

CLIENTS  SKttVgn 

As  an  independent  fee  appraiser,  clients  served  include  various  federal 
state,  county  and  municipal  agencies,  in  addition  to  mortgage  lenders/real 
estate  investment  trusts,  investors,  individuals  and  attorneys i   Mr  lit 
J*"  «PPeared  as  an  expert  witness  in  various  state  «£ federal  Courts 
throughout  the  northwest  and  has  also  acted  as  an  arbitrator. 

iiu^Uc^ffi'^^K*1"1  a"^*en*s'  client8'  «d  references 

EDUCATION 

Bachelor  of  Science,  University  of  Idaho  -  1956 

iSfn*?!LC0Ur8e8^Univer8ity  o£  Ha"*°*d,  Hartford  Connecticut 
Extensive  specialized  real  estate  appraisal  education,  sponsored  bv  th« 

American  Institute  of  Real  Estate  Appraisers  -  i960  to  Present  ? 
Lecturer  for  the  American  Institute  of  Real  Estate  Apprise"  ™nce  1969 

at  various  universities  and  conference  centers  throughout  IhZ   Unite! 

I f   ™"^OV0rinLa  vari.ety  of  aPP«i«*l  aubjects  including  the  appSisa? 
of  rural  property,  eminent  domain  appraisal,  and  HighesI  and  Belt  Use! 

PROFESSIONAL  A1TO.TATIONS  &  ATTTVTTTgS 

State  Certified  Appraiser 

Licensed  Real  Estate  Broker  -  Oregon 

^SJi?*?^?!!;1^0;  mmah%l   (M*1)  «*■»«•  "64,  Currently  Certified 
Vtll   SSSif?"  I   Re8earch  &  Information  Services  Committee 
p"!  JSS*L"  N«i°nal  Education  and  Publication  Committees 
Past  Officer  -  Oregon  Chapter  No.  14 

PaJf  SL^S*^;^6!0?  So=ietv  of  F«=  Managers  &  Rural  Appraisers 
Recin?«nr  «f^5!Xi  Sal?m  ^Association  «<*  Salem  Rotary  Club 
Recipient  of  the  Appraiser  of  the  Year  Award  for  Oregon  1990 
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QUALIFICATIONS  OF  ROBERT  J.  MITCHELL 

Greeley,  Colorado 

Education 
B.S.  Degree  in  Civ,!  Engineering  Colorado  State  University  1949. 

Memberships 

Professional  Erp*ri*n«. 

fevtewer  f7fl«]  /Wr  MarJrZlZL,^      ^  New  Ma,co  and  pontine. 
Certified  Appraiser  .  State  of  Colorado,  #AC013 13141 


Individuals,  Attorneys, 
Institutions  &.  Corporations, 
Churches,  School  Districts, ' 
Real  Estate  Developers, 
University  of  Northern  Colorado, 
Public  Service  Company  of  Colorado, 
North  Colorado  Medical  Center, 
Coors  Brewery,  Eastman  Kodak  Co., 
John  Hancock  Mutual  Life  Ins.  Co  ' 
Travelers  Realty  Ins.  Co.,  Oil 
Companies  (Texaco,  Chevron,  Conoco) 
Northern  Colo.  Water  Consen-ancy 
Duma,  Colo.  River  Water  Conservation 
District,  E.  I.  Dupont  Corp.,  Union 
Pacific  Resources,  and  others. 


Typical  Cliimft 
Banks.- 


State  Agencies.- 
Fed.  Agencies.- 


Municipalities.' 


Qualified  as  an  expert  »,rness  in  several  Federal,  State  and 


All  major  banks  of  Greeley,  Several 
Affiliated  Banks  of  Colo.,  Several 
United  Banks  of  Colo.,  1st  Interstate 
Bank  of  Denver,  1st  Natl  of 
Longmont,  Valley  Nat  1  Bank  of  Arizona 
Colo.,  Wyo.,  Utah  &  Nebr.  Depts. 
ofHwys.,  Colo.  Division  of  Wildlife 
Veterans  Administration,  General 
Services  Admin.,  Natl  Bureau 
of  Standards,  Forest  Service,  Army 
Corps  ofEng'rs.,  Depu  of  Justice, 
Natl  Park  Service,  Bureau  of  Land 
Mang,  Bureau  of  Sport  Fisheries, 
IRS,  FmHA,  FDIC  <fc  RTC 
Greeley,  Loveland,  Brush,  Fort 
Collins,  Longmont  and  others 

District  Courts. 
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ADDENDA 


L_ 


STATEMENT  OF  ASSUMPTIONS  AND  LIMITING  CONDITIONS 

This  Updated^ppraisal  Report  is  subject  to  the  following  assumptions  and  limiting 
conditions: 

1)  This  appraisal  (Date  of  Value  of  January  1,  1992)  is  an  update  of  the  appraisal 
of  the  Fair  Market  Rental  Value  of  Grazing  on  Public  Lands  which  has  a  Date  of  Value  of 
October  1,  1983. 

2)  No  field  inspection  of  the  subject  property  or  the  comparable  lease  properties  was 
made  during  the  preparation  of  this  update  appraisal.  However,  David  J.  Lau  and  Robert 
J.  Mitchell  inspected  much  of  the  property  in  1984  when  employed  as  independent ; 
of  the  original  report. 


reviewers 


3)  The  descriptions  of  the  public  rangelands,  as,  presented  in  the  original  report, 
regarding  numbers  of  allotments,  acreages  and  carrying  capacities  may  have  changed  slightly 
over  the  eight  year  period  between  the  valuation  dates,  but  such  changes  are  assumed  to  be 
negligible  and  have  no  effect  on  the  purpose  of  this  update  appraisal.  Throughout  this 
appraisal  report,  the  term  "public  rangelands"  is  used  to  denote  all  lands  administered  by  the 
BLM  and  the  FS,  regardless  of  administering  agency,  while  the  term  "public  lands"  is  used 
to  denote  lands  administered  specifically  by  the  BLM. 

4)  The  value  estimates  presented  in  this  report  do  not  represent  the  "site  specific- 
fair  market  rental  grazing  value  of  any  individual  allotment.  Rather,  the  values  derived  are 
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intended  to  represent  a  reasonable  estimate  of  the  fair  market  vaiue  of  grazing  on  public 
rangelands,  under  the  limitations  and  conditions  presented. 

5)  Statistical  methods  have  been  employed  in  the  sorting  and  refining  of  the 
comparable  private  lease  data  used  in  this  report.  The  value  conclusions  reached  by  the 
appraisers  are  based  primarily  on  a  price  comparison  method. 

6)  The  public  rangelands  data  regarding  the  grazing  use  and  the  lands  involved  were 
prepared  by  field  offices  of  the  BLM  and  the  FS,  using  various  types  of  records  and 
computerized  data  banks.  The  appraisers  assume  this  data  as  being  sufficiently  accurate  for 
the  purposes  of  this  appraisal. 

7)  Certain  information,  facts,  and  opinions  have  been  obtained  from  sources 
considered  to  be  reliable.  It  is  assumed  that  these  items  are  accurate  and  conform  to  the 
true  facts.  u 

8)  Permit  value  is  the  value  that  is  attributed  to  having  privileges  to  graze  livestock 
on  public  rangelands.  The  appraisers  recognize  that  permit  values  do  exist,  however,  it  is 
not  within  their  purview  to  decide  the  legal  issues  involved.  Therefore,  the  appraisers  have 
not  considered  permit  value  as  a  factor  affecting  the  fair  market  rental  value  of  public 
rangeland  grazing. 

9)  The  appraisers  recognize  that  a  significant  percent  of  public  rangelands  lack  legal 
access,  however,  physical  access  for  grazing  use  has  been  assumed. 
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10)  Certain  transaction  data  and  other  information  concerning  prjvate  grazjng  ^ 
were  given  with  u»  understanding  ,ha.  every  effort  would  be  made  to  maintain  ta 
confidentiality.  The  appraisers  assume  no  responsibility  for  ,his  matter  once  toe  appraisal 
is  completed  and  the  information  is  no  longer  under  their  custody. 

11)  This  updated  appraisal  is  to  be  used  in  whole,  and  no  fractional  portion  of  it 
shouid  be  used  out  of  context  from  the  total  report,  nor  is  i,  to  be  construed  as  applicable 
.0  any  propeny  use  other  than  the  grazing  of  livestock,  as  authorized  by  the  FS  or  the  B1M 
within  the  ,«  western  states  and  the  grazing  jurisdiction  of  FS  in  Hemphill  and  Daiiam 
Counties  in  Texas. 

12)  Possession  of  this  report  or  a  copy  thereof  does  no.  carry  with  it  the  right  of 
publication  by  anyone  but  the  United  States  Government  or  its  lawful- assignees. 

13)  Appearance  in  or  giving  testimony  court  or  administrative  hearings  in 
connection  with  this  updated  appraisa,  wiu  be.fumished  on  request  subject  to  adequate 
advance  notice  being  given  to  the  appraisers  in  order  that  required  preparation  and 
scheduling  may  be  arranged.  Charges  in  connection  with  pretrial  or  administrative  hearings, 
conferences,  arid  testimony  win  b,  made  in  accordance  with  the  usual  charges  as  specified 
by  the  appraisers. 
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COMMENTS  FROM 

INTERESTED  AND  AFFECTED  PARTIES 

ON 

UPDATED  GRAZING  FEE  REVIEW  AND  EVALUATION  REPORT 

OF  THE 
SECRETARIES  OF  AGRICULTURE  AND  THE  INTERIOR 
APRIL,  1992 

Part  1  -  Comments 

Comments  on  the  updated  1986  Grazing  Fee  Review  and  Report  were  received  from 
the  following: 

National  Wildlife  Federation 

The  Public  Lands  Foundation 

Natural  Resources  Defense  Council 

The  Public  Lands  Council,  American  Farm  Bureau  Federation,  American 
Sheep  Industry  Association,  Association  of  National  Grasslands, 
National  Cattlemen's  Association 

Part  2  -  Other  Information  (Publications) 

Since  the. 1986  Grazing  Fee  Review  and  Evaluation  Report  many  publications  and 
articles  have  been  written.   This  section  lists  publication's  since  1986  written 
on  the  grazing  fee  issues  which  are  not  cited  elsewhere  in  the  updated  fee 
report . 

Fowler,  J.M,  L.A.  Torrell,  J.M.  Witter,  and  R.D.  Bowe,  1985,  Private 
Land  Grazing  Transactions  in  New  Mexico  1983-84.   Implications  for 
state  trust  land  grazing  fees.  New  Mexico  State  Univ.  Coop.  Extension 
Service.   Report  18. 

Gray,  J.R. ,  1986,  "Preview  Of  Appraisal  Report  Estimating  Fair  Market 
Rental  Value  Of  Grazing  On  Public  Lands  (p.  384  -  242205)." 

Harris,  Thomas  R. ,  William  0.  Champney,  Andrew  B.  Marshall,  and  Thomas 
R.  MacDiarmid,  1992,  "Updated  Alternative  Federal  Grazing  Fee 
Formulas",  University  of  Nevada,  Reno,  NV 

Harris,  Thomas  R. ,  William  0.  Champney,  Andrew  B.  Marshall  Thomas  R 
MacDiarmid  and  Shawn  W.  Stoddard,  1992,  "Estimation  of  the  Impacts  of 
Grazing  Fee  Increases  on  the  Economy  of  Humboldt  County,  Nevada 
University  of  Nevada,  Reno,  NV 
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Kearl,  W.G.,  1986,   "Critical  Review  And  Appraisal  Of  U.S.  Forest 
Service  and  Bureau  of  Land  Management  Grazing  Fee  Studies".  University 
of  Wyoming  Agricultural  Experiment  Station  Research  Journal,  Laramie, 
WY 

Knutson,  Ronald  D. ,  James  W.  Richardson,  Edward  G.  Smith,  and  David  P. 
Anderson,  1992,  "Economic  Impacts  of  Alternative  Federal  Grazing  Fee 
Formulas  on  Representative  Ranches  in  New  Mexico,  Wyoming,  Montana-,  and 
Nevada",  AFPC  Policy  Working  Paper  92-4,  Agricultural  and  Food  Policy 
Center,  Texas  Agricultural  Experiment  Station,  College  Station,  TX. 
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April    22,    1992 

Robert  M.  Williamson 
Director  of  Range  Management 
USDA  Forest  Service 
201  14th  Street,  S.W. 
Washington,  D.C.   20090-6090 

Jim  Fox       9-*f 

Chief,  Division  of  Rangeland  Resources 

USDI  Bureau  of  Land  Management 

1849  C  Street,  N.W.   Room  240 

Washington,  D.C.   20240 

Dear  Messrs.  Williamson  and  Fox: 

Thank  you  for  the  opportunity  to  present  the  views  of  the 
National  Wildlife  Federation  (NWF)  on  the  draft  Grazing  Fee  Review 
and  Evaluation  Update  of  the  1986  Final  Report  (April  30,  1992). 
In  general,  we  commend  the  Forest  Service  and  Bureau  of  Land 
Management  for  updating  the  mass  appraisal  data  in  a  thorough  and 
professional  manner.  However,  we  are  concerned  about  some  aspects 
of  the  report  which  we  will  outline  in  detail  below:         ' 

Fee  Report  Misrepresents  Costs  of  Grazing  Administration. 

Figure  1.4  (p.  6)  represents  an  arbitrary  and  unsubstantiated 
evaluation  of  the  cost  of  the  grazing  management  program  in  the 
absence  of  livestock  grazing.  The  Bureau  of  Land  Management  (BLM) 
for  example,  attributed  roughly  $5.6  million  out  of  total 
expenditures  of  $15.2  million  of  its  1990  range  improvement 
expenditures  to  non-livestock  activities.  This  is  directly 
contradicted  by  the  information  provided  to  the  Natural  Resources 
Defense  Council  in  1991,  which  indicates  that  less  than  3  percent 
of  range  improvement  funds  are  spent  on  non-livestock  improvements. 
It  is  simply  incorrect  to  assert  that  37  percent  of  the  range 
improvement  expenditures  are  attributable  to  non-livestock 
improvements.  The  Forest  Service  represents  a  much  more  realistic 
projection:  that  less  than  10  percent  of  the  range  improvements  are 
for  non-livestock  related  improvements. 

Likewise,  there  is  no  support  for  the  assertion  that  BLM 
spends  30  percent  of  the  Rangeland  Management  budget  on  non- 
livestock  related  activities.  The  Workload  Measures  in  the  budget 
-justification  for  this  appropriation  include  exclusively  livestock- 
related  activities,  with  the  exception  of  range  inventory.  These 
Workload  Measures  include:  grazing  EISs,  AMPs  completed,  permits 
administered,  allotments  monitored,  project  development,  project 
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maintenance,  and  weed  control.  It  is  fallacious  to  assert  that  BLM 
is  spending  $8.3  million  for  "Rangeland  Management  Without 
Livestock  Grazing"  when  this  appropriation  appears  to  be  only 
expended  on  rangeland  inventory.  Similarly,  the  Forest  Service 
projection  that  3  0  percent  of  its  range  management  program  is  non- 
livestock  related  is  highly  questionable. 

No  documentation  or  criteria  are  presented  in  the  report  to 
validify  these  assertions,  which  we  suspect  are  likely  to  be  very 
subjective.  For  example,  during  the  April  14  briefing  on  the  draft 
report,  it  was  stated  that  $2  million  of  the  BLM  "Without  Livestock 
Grazing"  expenditures  were  for  "weed  control."  This  verbal 
assertion  is  not  reflected  in  either  the  text  or  Figure  1.4,  no 
information  is  presented  as  to  how  this  figure  was  derived,  the 
rationale  for  it,  or  what  proportion  of  the  weed  control  program 
benefitted  livestock  grazing.  Given  the  fact  that  it  is  generally 
acknowledged  that  livestock  are  responsible  for  a  great  deal  of  the 
weed  infestation  occurring  on  public  lands,  it  is  remarkable  that 
such  a  high  level  of  expenditure  for  this  program  would  not  be 
attributed  to  livestock  grazing.  These  unsupported  assumptions 
regarding  non-livestock  expenditures  serve  to  improperly  reduce  the 
true  cost  of  administering  livestock  grazing  activities  on  the 
public  lands. 

The  presentation  of  "Rangeland  Program  Costs  'With  and 
Without'  Livestock  Grazing"  on  page  6  also  does  not  project  what 
the  costs  of  administration  of  an  effective  grazing  program  would 
be,  if  the  BLM  and  Forest  Service  were  fully  implementing  its 
program  objectives.  Further,  it  does  not  reflect  the  recent 
findings  from  the  Interior  Department's  Inspector  General  that  a 
substantial  portion  of  BLM  program  budgets  are  being  spent  on 
administration.  In  other  words,  Figure  1.4  greatly  underestimates 
the  cost  of  properly  administering  livestock  grazing  on  public 
lands.  We  think  the  matter  needs  to  be  explored  further,  and  at  a 
minimum  the  final  report  should  enumerate  the  different  categories 
of  non-livestock  expenditures  assumed  by  the  authors,  and  provide 
a  supportable  factual  basis  for  how  such  values  were  derived. 

Appraised  Market  Values  of  Public  Land  Lease  Rates  Are 
Substantially  Discounted. 

We  commend  the  Department  of  the  Interior  and  the  Department 
of  Agriculture  for  the  thoroughly  professional  manner  in  which  the 
mass  appraisal  data  was  updated.  This  information  should  be  very 
helpful  to  policy-makers  in  ascertaining  fair  market  value  rental 
rates  for  public  rangelands. 

We  do  think  it  is  important,  however,  that  the  report 
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emphasize  the  extent  to  which  the  appraised  market  values  of  public 
land  lease  rates  were  reduced  in  value  compared  to  private  land 
lease  rates  by  the  appraisers.  To  begin  with,  when  the  appraisers 
evaluated  the  private  leasing  rates  in  the  western  states,  the 
range  of  values  was  reduced  to  "eliminate  the  extremes  at  each  end 
of  the  values"  (p.  14).   As  a  result,  the  appraised  market  value 

was  reduced  5 percent.    Then  the  appraisers  discounted  the 

appraised  market  value  by  another  5  percent  to  reflect  different 
conditions  between  private  lands  and  public  lands.  The  appraised 
market  value  is  further  discounted  10  percent  because  of  the 
alleged  disadvantage  to  ranchers  entering  into  agreements  that 
require  cash  in  advance  of  use.  Thus,  the  total  discount  applied 
to  the  appraised  market  value  for  public  lands  in  each  pricing  area 
is  2  0  percent. 

We  question  the  appropriateness  of  the  10  percent  discount  due 
to  the  advance  payment  requirement  for  federal  leases  is  warranted. 
According  to  Figure  B.8  (p.  73),  private  grazing  agreements  may 
require  advance  payments  or  a  mix  of  advance,  periodic  and  end  of 
season  payments.  But  with  respect  to  public  leases,  "there  are. . . , 
many  situations  in  which  split  billings  and  payment  at  the  end  of 
the  year  or  season  are  employed."  Given  this  fact,'  we  are  not 
convinced  that  a  10  percent  downward  adjustment  in  value  is 
warranted  for  this  reason. 

Additional  Comments  on  the  Update: 

p:  7:  Figure  1.6  portrays  livestock  permittees' 
"Contributions  for  Range  Improvements."  In  1990  livestock 
operators  contributed  only  $0.14  per  AUM  for  improvements  on  BLM 
allotments,  and  only  $0.22  per  AUM  for  improvements  on  national 
forest  allotments.  However,  these  contributions  do  not  represent 
actual  out-of-pocket  expenses  attributable  to  permittees  because 
permittees  are  eligible  for  tax  credits  for  such  improvements. 
Therefore,  permittee  actual  costs  are  substantially  less  than  the 
already  meager  contributions  listed.  The  text  should  point  out  the 
extent  to  which  permittee  contributions  to  range  improvements  are 
eligible  for  tax  credits. 

P.  22:  in  the  evaluation  of  the  current  formulas,  updated  to 
1991,  NWF  was  pleased  to  see  the  recognition  of  the  static  quality 
of  the  current  PRIA  formula.  That  "PRIA  fees  averaged  27  percent 
of  the  indicated  market  value"  for  the  update  period,  demonstrates 
that  the  PRIA  formula  does  not  produce  fees  that  are  either 
"reasonable"  or  reflective  of  fair  market  value  for  our  public 
rangelands.  c 

P.  35:  According  to  the  information  provided  in  Figure  B-13, 
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Appendix  B,  only  one  state  appears  to  use  the  PRIA  formula,  and 
even  that  state  augments  the  PRIA  formula  receipts  with  private 
lease  rates  for  assessing  fees  on  state  trust  lands.  This  is 
contrary  to  the  statement  on  page  35  which  asserts  that  "some 
states  us[e]  the  PRIA  fee  formula  (emphasis  added) . "  The  statement 
on  page  35  should,  therefore,  be  deleted. 

P.  35:  There  is  no  evidence  to  support  the  implication  here 
that  livestock  grazing  has  improved  the  multiple  use  objectives  of 
public  land  managers.   The  authors  assert  that: 

As  a  management  tool,  grazing  is  used  to  maintain  and 
restore  plant  communities.  By  managing  the  timing  and 
deviation  of  livestock  use,  grazing  helps  improve  grass 
and  crop  production,  control  erosion,  recharge  ground 
water  aquifers,  enhance  riparian  condition,  and  provide 
water  for  recreational,  agricultural  and  other  needs, 
(emphasis  added) 

If  this  kind  of  rhetoric  must  be  used,  it  should  be  stated  in  terms 
of  the  potential  results  of  livestock  grazing.  Given  the  fact  that 
the  BLM's  own  data  indicates  the  unsatisfactory  conditions  which 
prevail  on  the  preponderance  of  rangelands  it  manages,  the  above 
statement  as  worded  misleads  the  reader  into  believing  that  the 
desirable  results  enumerated  (ie. ,  "control  erosion,  recharging 
aquifers,  enhancing  riparian  conditions,  providing  water.  .  .  ,  etc.") 
are  actually  being  attained  under  present  management  conditions. 
Nothing  could  be  further  from  the  truth! 

P.  47:  The  document  updates  the  impacts  of  grazing  fee 
formulas  on  base  ranch  budgets  for  the  livestock  industry.  Text  is 
added  to  point  out,  in  the  updated  statistics,  that  "returns  above 
all  cash  costs  are  negative  for  the  average  permittee  cattle 
operation  in  South  Dakota  at  all  fee  levels  [including  no  fee]." 
Would  it  be  possible  to  explain  why  this  is  the  case?  An 
explanation  here  could  eliminate  confusion  that  has  been  created  by 
this  table  in  the  past. 

P.  70:  Figure  B.5  indicating  Vacant  Allotment  Information  for 
the  Forest  Service  and  BLM  should  be  modified  to  indicate  the  year 
in  which  the  data  were  collected. 

P.  75:  The  table  in  Figure  B.9  appears  to  be  inconsistent 
with  the  rest  of  the  report,  and  needs  revision.  Figure  B.9  was 
updated  using  the  Input  Cost  Index  to  reflect  current  non-fee  costs 
in  livestock  grazing.  However,  the  Private  Lease  Rate  represented 
in  the  figure  of  $4.55  for  cattle  is  not  supported  elsewhere  in  the 
report.   According  to  Figure  2.2  on  page  17,  the  lowest  comparable 
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private  leasing  value  in  the  western  pricing  areas  is  $4.68  The 
average^ leasing  rate,  which  would  be  one  option  for  use  in  this 
chart,  is  substantially  higher  than  $4.68  (or,  for  that  matter,  the 
$4.55  reflected  as  the  private  lease  rate  in  Figure  B  9)  in 
addition,  the  "Public  Costs"  include  the  updated  PRIA  grazing  fee 
as  a  "private  lease  rate."  The  $3.02  should  not  be  added  to  the 
column  of  "nonfee  costs"  since  it  is  obviously  a  fee  cost.  This 
chart  should  be  modified  accordingly. 

P.  76:  The  table  indicating  "Beef  Cattle  Marketings,  Percent 
of  Private  Leases,  and  Percent  of  Combined  Forest  Service  -  BLM 
AUM's"  is  not  dated,  and  the  nature  of  its  significance  is  not 
clear.  The  first  column  appears  to  be  a  breakdown  by  state  of  the 
percent  of  AUM's  that  are  used  by  permittees  with  both  national 
forest  and  BLM  allotments.  Does  the  second  column  represent  the 
contribution  to  the  overall  state  beef  market  from  public  lands 
AUM's?  if  so,  this  table  should  make  that  clear.  What  is  the 
significance  of  the  "Private  Leases  (AUMs) "  column?  Does  this 
reflect  the  percentage  of  permittees  who  lease  base  property  or 
sublease  their  AUMs  to  third  parties?  If  so,  the  table  should 
explain  the  information  that  is  presented. 

This  concludes  our  comments  on  the  draft  Grazing  Fee  Review 
and  Evaluation  Update  of  the  1986  Final  Rgpn-rt-  _       

Sincerely, 


David  Alberswerth 

Director 

Public  Lands  &  Energy  Division 


Cathy  Carlson 

Legislative  Representative 

Public  Lands  &  Energy  Division 
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Bureau  of  Land  Management  (220) 
1849  C  Street  NW 
Washington,  DC   20240 


Dear  Sir: 

The  Public  Lands  Foundation  (PLF)  appreciates  the  opportunity  to 
review  the  1992  update  of  the  1986  grazing  fee  report.   PLF  is  a 
private,  non-profit  organization  of  retired  BLM  employees  with  a 
hvru?M  in?freSt  ±^the  mana9e*ent  of  the  public  lands  administered 
by  BLM  following  the  national  policies  established  in  FLPMA. 

At  this  point  we  have  the  following  comments  regarding  the  1992 

There  is  no  need  whatsoever  to  conduct  more  studies;  to  collect 
more  data.   The  1992  update  is  more  than  adequate  at  this 
point.   This  subject  has  been  studied  "to  death"  at  consid- 
erable cost  to  the  federal  treasury  over  the  years. 
Both  BLM  and  the  Forest  Service  should  have  the  same  fee. 
Congress  and  the  Administration  must  work  to  insist  that 
this  happens. 

This  entire  subject  is  a  political  one.  It  is  not  an  econ- 
omic issue.  Grazing  fees  are  less  than  5%  of  the  operating 
costs  of  public  land  ranchers. 

We  find  the  data  and  the  discussion  of  the  cost  of  admin- 
istrating the  rangeland  program  with  and  without  livestock 
grazing  to  be  totally  inappropriate  and  not  at  all  relevant 
to  the  subject  of  grazing  fees.  FLPMA  embraces  the  national 
policy  that  the  United  States  receive  FMV  for  grazing  use  of 
the  public  lands  with  additional  guideance  in  Section  401  of 
that  Act.   The  cost  of  administering  the  use  is  not  a  part  of 
this  national  policy  nor  an  element  of  FMV.   Including 
this  information  in  the  1992  update  only  directs  attention 
from  the  task  at  hand  of  establishing  FMV  and  creates  int- 
eresting but  unproductive  agruements  as  to  the  validity  of 
the  agencies  estimates  of  these  costs. 

There  is  an  explicit  assumption  in  this  report  and  the  discuss- 
ions surrounding  grazing  fees,  particularly  by  the  livestock 
industry  and  their  economists  and  supported  by  the  BLM  and  FS, 
that  if  the  fee  is  increased  a  decrease  in  demand  for  public 
land  grazing  will  result.   As  a  matter  of  fact,  there  is  no 
emperical  data   to  support  such  an  assumption  and  there  should 
he.   We  believe  this  theory  needs  to  be  tested  in  a  real-life 
circumstances  on  the  public  lands  and  then  the  results  can  be 
used  in  this  debate. 


(a) 


(b) 


(c) 


(d) 


(e) 


(f)  Competitive  bidding  is  an  acceptable  method  of  determining 
FMV  in  the  U.S.   Few  can  disagree  with  this  fact.  While 
it  may  not  be  an  appropriate  method  for  establishing  grazing 
fees,  it  is  nevertheless  ,'  a  value  that  needs  to  be  est-  ' 
ablished  and  made  apart  of  the  discussion  on  fees.   We  rec- 
omend  that  BLM  and  FS  establish  a  pilot  competitive  bid  test 
soon  so  that  in  three  to  five  years  from  now,  when  we  are 
discussing  this  subject  again,  we  will  have  knowledge  of 
the  impacts  and  the  fee  produced  by  bidding.  To  our  knowledge 
only  the  McGregor  Range  in  New  Mexico  is  under  competive  bid. 
There  needs  to  be  more  pilot  areas . 

We  look  forward  to  the  ensuing  public  debate  on  this  important  public 
policy. 


George  Lea^president 


Natural  Resources 

Defense  Council 
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April  21,  1992  VIA  Fix  MiCHT|ffl 

Bureau  of  Land  Management  Rang*  Management  Division 

Department  of  th*  Interior  USDA  -  Foreat  Service 

18th  and  c  streets,  N.w.  p.o.  Box  96090 

Washington,  DC  2D240  Washington,  DC  20090 

R«:   Draft  Grazing  Feg  fitudv  tTpda^a, 

Gentlemen: 

Thank  you  for  mafcing  a  copy  of  the  draft  grazing  fee  study 
update  available  for  review  by  the  Natural  Resources 
Defense  Council  (NRDC) .  Given  the  very  short  review 
period,  our  comments  are  neceeearily  brief. 

The  draft  update •■  conclusion  validates  the  conclusion  of 
the  fee  study  conducted  in  1986  by  the  Departments  of  the 
interior  and  Agriculture:   the  present  fee  formula  charges 
a  fee  that  is  far  below  the  fair  market  value  of  the 
public's  forage,  as  determined  by  well-establiahed 
appraisal  principles  and  even  taking  into  account  the 
added  costs  of  doing  business  on  federal  rartgelands.  This 
finding  is  also  consistent  with  the  conclueions  of 
independent  analysts,  including  the  General  Accounting 

Cttrrtnt  mnmila  Keeps  Grazing  ?««■  Law  (GAO/RCED-91-185BR) 

£5*  ilL   i?91,i  G#€'  K#rry  c'  and  Albert  G.  Madsen,  The 
coat  of  Subleasing  Federal  Grazing  Privileges  (Colorado 
!k!J*  UufY'r?}ty'  Au9^»t,  1986) ,  We  would  like  to  think 
that  publication  of  this  latest  study  will  put  -an  end  t 
the  debate  on  this  particular  issue. 

What  is  more,  th*  draft  confirms  that  the  current  fee 
formula  does  not  generate  sufficient  funds  to  cover  the 
costs  of  the  grazing  programs  of  either  the  Bureau  of  Land 
Management  (BLM)  or  the  U.S.  Forest  Service,  regardless  of 
how  those  costs  were  calculated  (eee  below) .   This  finding 
too  is  consistent  with  other  independent  studiee,  see. 

ft??'  G??:Jftn?^fln^  M*"a™«nt;  interior's  Monitoring  gaj 
FBUfin  Short  of  Agency  Racmirawyntl  (GAO/RCZD-92-51) 
(February  1992)  (hereinafter  "GAO,  1992  Monitoring 

w?°w  ''  *8  w*u  aa  with  numerous  internal  BLM  documents" 
which  reveal  that  adeguate  funds  are  lacking  for 
management  and  rehabilitation  purposes,  see,  a.a..  Wald, 


,  7,„    **  *"*  l0(  "  W«*"M<w.  UC  20C0S  La  An*m,  0\  warn  Hmmuk.  Hum, ,  *«ij 

*j*W'2'(V  »a«.4.r*xi  2i3w..mm  rots-i-io?* 
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Johanna  and  David  Albar»werth,  "Our  Ailing  Public 
Rangelands  —  Still  Ailing:  Condition  Report  ~  1989 
(National  Wildlifa  Federation  and  NRDC,  October,  1989) . 

Despite  our  support  for  the  fundamental  conclusions  of  the 
draft  study,  we  have  several  questions  about  some  of  the 
data  and  other  information  it  presents.   For  your 
convenience,  these  questions  are  arranged  by  page  number. 

Page  l:   The  last  sentence  on  this  page  ignores  two 
salient  facts:   first,  that  on  most  federal  rangelands,' 
"prescribed  plans,"  or  allotment  management  plans,  have 
yet  to  be  developed;  and  second,  that  your  agency  in 
particular  is  required  by  lav  and  regulations  to  permit 
members  of  the  general  public  to  "consult"  regarding  the 
contents  of  these  plans.   See,  e.g..  43  U.S.C.  I  1712(f); 
43  CFR  i  4100.0-5  (definitions).  All  too  oftsn  in  our 
experience  BLM  field  offices  ignore  these  mandates;  this 
statement  suggests  the  problem  is  systemic,   in  any  caae, 
you  should  be  certain  that  the  contents  of  this  document 
conform  to  statutory  and  regulatory  requirements. 

Page  2:   According  to  this  page,  approximately  26,900 
"farmers  and  ranchers"  graze  livestock  on  the  public 
lands.   According  to  page  48  of  the  draft,  however,  there 
are  only  23,645  operators  who  graze  the  federal 
rangelands.  Which  number  is  correct? 

The  draft  alss  indicates  that  there  are  931,990  beef 
producers  in  the  United  states.  According  to  the  National 
Cattlemen's  Association,  however,  there  are  "more  than  1 
million  farm  and  ranch  operations  with  beef  cattle,"  "The 
Beef  Brief,"  p.  1,  Vol.  1,  No.  2  (Summer  1991).  Which 
number  is  correct?  Regardless  of  which  of  these  totals  is 
correct,  it  is  clear  why  public  land  operators  make  such  a 
small  contribution  to  the  nation's  beef  production  or  even 
to  regional  econwmiee,  as  discussed  below. 

Pege  3:   Citing  a  1957  study,  this  page  asserts  that 
public  land  grazdng  is  "important  both  regionally  and 
locally."   In  fact,  the  BLM' a  own  far  mora  recent 
environmental  impact  statements  revaal  how  unimportant 
such  grazing  is  at  the  regional  leval,  aa  the  GAO  pointed 
out  late  laat  year.   See  Rangeland  Management:  BIM's  Hot 
Deeert  Grazing  Program  Merits  Reconsideration  (GAO/RCED- 
92-12)  (Novambar  26,  1991).   Wa  doubt  vary  much  that 
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Forest' Service  ElSe  would  be  eignificantly  different  on 
this  point.  Any  statement  regarding  the  economic 
importance  of  grazing  should,  at  a  minimum,  be  consistent 
with  agency  documents . 

Page  4:   comparison  of  Figure  1.2  in  the  Update  and  the 
1986  fee  study  with  the  text  at  page  15  reveals  a  very 
clear  relationship  between  the  below  market  value  grazing 
fee  and  livestock  use  of  the  public  lands.  According  to 
page  15,  "[t]he  indicated  number  of  beef  cattle  in  the  16 
weetern  states  . . .  dropped  approximately  12 . 4  percent  over 
the  1983  to  1990  time  frame."  Yet  the  BLM's  total  AUK 
level  did  not  change  one  AUM  during  that  period  as  is 
revealed  by  comparing  Figure  1.2  in  the  update  to  the  same 
figure  in  the  1986  study,  while  the  Forest  Service  level 
dropped  only  silently.   Obviously,  low  fees  keep  cattle 
numbers  up. 

Pagee  5-6:   These  pages  present  and  discuss  the  costs  of 
the  grazing  programs  of  both  the  BLM  and  the  Foreat 
service,  we  have  numerous  questions  about  what  went  into 
the  determination  of  such  costs  and  submit  that  all  such 
costs^  should  be  specifically  identified  and  itemized  in 
the  final  version  of  this  study. 

For  example,  eccording  to  Figure  1.3,  the  BIM's 
appropriation  for  range  improvements  totalled  $15,250,000 
in  1990.  Yet,  according  to  information  supplied  by  BLM  in 
S  ,-*r  datad  ■•PtsMbw  28,  1990,  responding  to  a  Freedom 
25  JHS™-10",*0*  *•«»•■*»  $9,404,000  was  appropriated  in 
re  1990,  of  which  $8,900,000  was  expended.  Moreover,  note 
2  at  page  5  asserts  that  "range  improvement  expenditures 

?"?£r  wildli*°«f  riparian  areas,  watershed,  etc.,"  "filn 
addition  to  livestock  grazing."  In  fact,  the  data 
contained  in  BLM's  September  28,  1990,  letter  revealed 
that,  over  the  preceding  ten  yeer  period,  96.5%  of  the 

range  betterment"  funds  that  can  be  accounted  for  on  a 
project-epecifio  basis  were  spent  chiefly  to  benefit 
livestock,  with  a  mere  2.66%  going  to  benefit  wildlife  and 
watershed.   Clearly,  the  range  improvement  information  in 
the  update  is  swpect. 

We  also  question  the  category  identified  as  "grazing 
management."  Exactly  what  activities  were  included  in 
tnis  category  and  what  amounts  of  monies  were  assigned  to 
each  activity?  Apparently  not  trespass  detection,  see. 
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GAO,  Rangeland  Management:   BLM  Efforts  to  Prevent 
Unauthorized  Livestock  Grazing  Need  Strengthening 
(GAO/RCED-91-17)  (December  1990),  or  monitoring,  §33   GAO, 
1992  Monitoring  Report,  or  the  evaluation  of  monitoring 
data,  jd.   Also  questionable  is  "inventory,"  since,  at 
least  as  far  as  ve  have  been  able  to  determine,  rangeland 
inventories  are  not  being  conducted  anywhere.   Finally, 
the.  specific  parts  of  "the  rangeland  ecology  component"  of 
both  BLM  and  the  Forest  Service's  range  management 
programs  should  be  identified  along  with  the  costs 
assigned  to  each.   No  one  can  be  expected  to  know  what 
this  component  consists  of,  let  alone  how  the  dollar 
amounts  provided  were  derived. 

Page  7:   The  permittee  contributions  to  range  improvements 
presented  in  Figure  1.6  need  substantiation  and 
explanation.   In  the  past,  the  12.5%  of  the  grazing  fee 
that  is  returned  to  the  states  has  been  included  in  the 
computing  of  such  contributions  on  occasion.  Has  it  been 
included  here?  If  so,  we  object:   these  monies  do  not 
belong  to  ranchers,  they  are  federal  funds.  And,  in  any 
case,  the  monies  have  been  expended  for  the  direct 
economic  benefit  of  the  ranchers.   Finally,  we  note  that, 
compared  to  Figure  1.6  in  the  1987  fee  report,  permittee 
contributions  for  range  improvements  have  eoared.   The 
huge  discrepancy  between  the  two  sets  of  figures  cries  out 
for  reasoned  explanation. 

Page  35:  While  it  is  certainly  true  that,  "[ujnder  the 
multiple  use  mandate,  livestock  grazing,  outdoor 
recreation,  wildlife  and  fisheries  . ..  are  legitimate  and 
deairable  usee  ott  national  forests  and  public  rangelands , " 
few,  if  any,  site-specific  data  have  ever  been  published 
by  either  the  BIM  or  the  Forest  Service  to  document  the 
claim  that  public  land  grazing  is  "maintain [ing]  and 
restore ing]  plant  communities"  or  achieving  any  of  the 
other  alleged  benefits  set  out  hero. 

On  the  contrary,  numerous  documents  published  by  both 
agencies  reveal  extensive,  site-specific  resource  damage 
has  resulted  and  is  resulting  from  permitted  practices  at 
the  land  use  plan  and  allotment  levels.  See,  e.g..  BLM, 
"Draft  Resource  Management  Plan  and  Environmental  Impact 
Statement  for  the  San  Juan,  Utah  Resource  Area  (1987); 
"Draft  Reeource  Management  Plan  and  Environmental  Impact 
Statement  for  the  Pinedale,  Wyoming  Resource  Area"  (1987) ; 
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"Draft  Resource  Management  Plan  and  Environmental  Impact 
Statement,  Walker,  Nevada  Planning  Area"  (1985);  "San 
Felipe  Allotment  Analysis,  Interpretation  and  Evaluation  - 

Challia,  Idaho  Resource  Area"  (1991);  Paiute  Meadows 
Allotment  Evaluation  -  Paradise-Denie,  Nevada  Resource 
Area"  (1991).   see  also.  Forest  Service,  "Final 
Environmental  Impact  Statement  -  Toiyabe  National  Forest 
Plan  (1986);  "Draft  Environmental  Impact  Statement  - 
Propoaed  Preacott  National  Forest  Plan"  (1985) .   We  object 
strongly  to  the  inclusion  of  unsupported  and  unoupportable 
statements  of  this  nature.  • 

Sincerely, 
^--Zehanna  H.  Wald 
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Amendment  No.  221  to  the  1992  Appropriations  Bill  for  the  Department  of  the  Interior  and 
Related  Agencies  (Forest  Service)  directs  "the  Secretaries  of  Agriculture  and  the  Interior  to 
contract  for  an  updating  and  review  (emphasis  added)  of  the  information  contained  in  their  joint 
1986  report  to  Congress,  'Grazing  Fee  Review  and  Evaluation'." 

Contrary  to  the  direction  issued  by  Congress,  the  agencies  made  the  determination  to  comply 
with  only  half  of  the  Congressional  edict.  This  report  to  Congress,  therefore,  does  not  review  the 
1986  report,  but  simply  updates  the  information  in  the  original  report  to  1990  or,  where 
convenient,  1992  figures.  Considering  that  the  1986  Report  was  released  under  a  hail  of 
controversy,  failure  to  address  the  points  that  made  the  original  report  so  controversial  is  a 
contemptuous  and  outrageous  action  on  the  part  of  the  agencies. 

The  most  controversial  aspects  of  the  1986  Report,  all  of  which  are  still  present  in  this  updated 
version,  are  as  follows: 

1.  Failure  to  evaluate  the  efficacy  of  the  PR1A  grazing  fee  formula,  as  directed  to  do  by 
Congress  in  Section  12  of  the  Public  Rangelands  Improvement  Act 

2.  The  study  design  and  data  collection  was  poor  and  tainted  the  conclusions. 

3.  The  irregularities  in  statistical  analysis  nullify  most,  if  not  all,  of  the  numbers  used. 

4.  Failure  to  include  different  costs  of  operation  on  federal  land. 

5.  Failure  to  consider  different  forage  values  and  productive  capacities  between  private 
and  federal  rangeland. 


6.  Inadequate  weight  given  to  other  operating  differences  between  private  ranches  and 
those  using  federal  lands,  like  lower  weight  gain,  lower  conception  rates,  and  higher 
mortality  among  livestock. 

7.  Failure  to  adequately  consider  and  weigh  the  effect  of  limited  bargaining  power  in  the 
western  states  that  have  litde  private  land,  like  Arizona,  Idaho,  and  Nevada. 

8.  Failure  to  account  for  the  differences  in  terms  and  services  of  various  private  land 
leases. 

9.  Failure  to  consider  the  "commensurate  property"  requirement  of  federal  land  leases. 

In  the  1992  Update,  it  is  stated  that  "the  Secretaries  and  the  involved  agencies  agreed  to:  not 
deviate  from  the  methodology  used  in  the  1986  report;  use  statistically  acceptable  indexing;  and 
where  possible,  update  report  data  to  1990  values."  Yet,  all  three  of  these  agreements  were 
violated  in  the  Update,  as  follows: 

*  Mf'thnHnlnfv  Deviation:  The  Input  Cost  Index  (TCI)  was  supplanted  for  the  historical 
Prices  Paid  Index  (PPI).  The  result  of  this  transformation  was  to  artificially  impact  the 
adjustment  factors  through  time  by  deflating  the  prices  paid  for  ranch  inputs. 

*  Statistically  Urfflrapptnhle.  Indexing:  The  use  of  the  ICI  Index  as  the  basis  for  updating  the 
1966  federal  land  and  private  land  ranching  nonfee/nonrent  forage  use  costs  flies  in  the 
face  of  logic  and  assumes  that  the  relative  prices  of  all  types  of  nonfee/nonrent  costs  have 
remained  the  same  since  1966.  It  contradicts  the  need  for  the  use  of  price  indexes  that 
really  do  reflect  price  change  item  by  item,  as  noted  by  the  two  Secretaries  in  their  1977 
Report  to  Congress  on  the  fee  issue.  This  is  also  more  fully  discussed  by  Dr.  Darwin 
Nielsen  of  Utah  State  University  in  his  "Comments  on  Nonfee  Cost  Update"  of  April  16, 
1992  (attachment  1).  Using  the  Secretaries'  1977  suggestions,  NieL~n  shows  that  by 
using  price  indices  applicable  to  each  cost  activity,  the  residual  base  fee  in  1990  dollars 
can  be  shown  to  be  $2.20  per  AUM  rather  than  $2.95  per  AUM  as  stated  in  the  1992 
Update,  where  only  the  ICI  Index  is  used.  An  obvious  disparity  exists  in  the  updating  of 
Figure  5.4  on  page  47  of  the  1992  Update.  The  "cost  factor"  of  debt/asset  ratio  was 
reduced  from  20%  in  1983  to  10%  in  1990.  Agency  explanation  for  this  adjustment  is  that 
the  real  value  of  ranch  properties  has  declined  and  that  interest  rates  are  lower  in  1990  than 
in  1983.  However,  in  actuality,  ranch  values  have  dropped  by  40  to  50%.  Consequently, 
for  this  new  relationship  to  be  correct,  western  ranchers  would  have  had  to  retire 
approximately  400%  of  their  debt  in  7  years. 

*  Selective  Parts  Of  The  1992  Report  Are  Updated  Re-vond  1990.  To  1992:  1990  was  a  year 
when  Beef  Cattle  Prices  were  at  a  record  high  and,  because  the  grazing  fee  reflects  the 
market  prices  of  the  previous  year,  the  grazing  fee  had  not  yet  jumped  from  the  $1.81  of 
1990  to  the  $1.97  of  1991.    Due  to  falling  market  prices  and  rising  costs  of  production 


during  1991,  the  fee  then  dropped  to  $1.92  in  1992.  Yet,  the  parts  of  the  report  dealing 
with  higher  returns  to  the  producer  (when  market  prices  were  higher  and  production  costs, 
including  fees,  were  lower)  and  lower  revenues  to  the  government  (before  the  fee  jumped 
$.16  in  one  year)  are  all  based  on  1990.  The  appraisal  update,  however,  is  based  on  1992. 
Mixing  the  years  from  which  the  data  is  drawn  allows  for  selective  results  and 
conclusions. 

Further  Mixing  Of  Data.  Which   Is  Mislenriinr     Congress  specifically  directed  the 

Secretaries  to  address  "the  significance  of  public  lands  grazing  relative  to  the  Western 

livestock  industry  and  the  red  meat  industry  nationwide."  Federal  grazing  lands  are  grazed 

by  both  cattle  and  sheep.   The  number  of  federal  AUMs  reflects  use  by  "livestock",  both 

cattle  and  sheep.    The  "red  meat  industry"  includes  sheep.    Yet,  in  Part  1  of  the  1992 

Update  describing  the  makeup  of  the  western  "livestock"  industry  and  its  dependence  on 

federal    lands,   there   is   no   reference   to   sheep   production,   only   cattle    production. 

Throughout  the   Update   Report,   many  charts,   tables  and   passages  of  text  refer  to 

"livestock",  but,  in  reality,  they  deal  only  with  cattle  production  data.    This  point  is 

important  because  sheep  production  in  this  nation  has  an  even  greater  dependency  on 

federal  land  use  than  does  cattle  production.    Also,  sheep  market  prices  have  been  at 

historic  lows  in  recent  years  and  production  costs  have  been  increasing.   To  delete  sheep 

production  data  from  the  picture  skews  the  picture,  especially  when  the  omission  is 

without  note. 

Chapter  1:  In  addition  to  failing  to  include  the  sheep  industry  in  the  discussion  of  the 
significance  of  federal  lands  grazing  to  the  Western  livestock  industry  and  the  red  meat  industry 
nationwide,  the  following  are  additional  comments  regarding  the  information  in  Chapter  1. 

Preliminary  results  of  livestock  industry  studies  show  that  69%  of  the  cattle  and  88%  of  the 
sheep  produced  in  the  1 1  western  states  spend  time  on  federal  rangeland.  Thirty  to  forty 
percent  of  all  beef  cattle  producers  nationwide,  with  herds  of  100  head  or  greater,  utilize 
federal  rangelands.  Nine  percent  of  the  nation's  beef  supply  depend  on  federal  lands;  15% 
spend  some  time  on  federal  lands.  Completion  of  the  analysis  of  a  west-wide  study,  by 
May,  1992,  will  provide  information  regarding  the  impact  non-use  of  federal  lands  would 
have  on  the  production  capabilities  of  the  private  lands  in  present  production  units 
(ranches).  Due  to  the  intermingling  of  private  and  federal  lands  throughout  the  west,  it  is 
expected  to  be  significant 

The  1992  Update,  in  showing  the  size  of  livestock  operations  dependent  on  federal 
rangelands,  breaks  them  up  into  permittees  with  less  than  100  head,  or  more  than  500  head 
("large"  producers).  According  to  this  breakout  there  are  no  medium  size  producers,  only 
small  and  large  ones.  The  point  is  that  the  way  these  statistics  are  presented  in  the  Update, 
half  of  all  AUMs  are  used  by  "large"  permittees.  In  testimony  given  in  March,  1990,  BLM 
stated  that  88%  of  all  permittees  were  "small"  ranchers,  with  500  head  or  less.  Typically, 
USDA  statistics  identify  producers  with  500  head  or  less  as  small  producers.     The 
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livestock  industry  considers  a  300  head  production  unit  as  being  of  "commercial"  size,  not 
large,  but  just  without  the  need  for  crops,  or  other  source  of  income,  to  sustain  the 
ranching  unit. 

*  Figure  1.2  shows  a  significant  change  in  the  number  of  BLM  permittees,  18,800  to  17,800, 
yet  total  AUMs  remain  the  same  in  each  size  category  and  in  total.  It  seems  rather  unusual 
that  1,000  permittees  sold  their  permits  to  other  permittees  but  none  of  them  changed  the 
size  category  they  fell  into.  The  total  AUMs  of  17,392,750  does  not  appear  to  be  used 
consistently  in  the  Update  report.  For  instance,  the  AUMs  in  Figure  2. 1  (Appraisal  Study) 
do  not  fit  the  original  study  nor  the  Update.  It  is  recognized  they  are  for  a  different  date, 
but  they  do  not  seem  to  be  trending  in  the  right  direction  to  be  consistent  with  the  Update 
Figure  1.2. 

*  Figure  1.4,  BLM  and  FnrffSt  SSEVJfifi  Rangeland  Program  Cost  "With  and  Without" 
Livestock  Grazing.  1990.  shows  the  1990  cost  of  the  BLM  Rangeland  Program 
attributable  to  livestock  at  $2.18.  This  is  $.35  per  AUM  higher  than  the  figure  of  $1.83 
that  was  given  to  the  House  Interior  National  Parks  and  Public  Lands  Subcommittee 
Chairman  Vento  for  the  same  year,  in  July,  1991.  The  discrepancy  needs  to  be  explained. 
It  is  also  unclear  why  the  BLM  is,  apparently,  a  more  cost  efficient  provider  of  forage  than 
the  Forest  Service.  The  Administration's  directives  state  that  the  administrative  costs 
should  concord  with  those  of  a  prudent  and  conservative  business  operation.  Following 
that  line  of  logic,  it  seems  that  the  BLM  would  out-compete  the  Forest  Service  in  the 
federal  rangeland  forage  market,  and  that  as  recently  as  last  summer,  the  BLM  would  have 
been  receiving  a  net  return  to  grazing  administration  of  just  under  eight  percent 

*  Permittee  investment  in  range  improvements,  although  according  to  the  1992  Update  still 
averaged  $.38  per  AUM  for  1989-90,  is  decreasing  from  previous  years,  due  to  the 
upheaval  of  the  grazing  fee  debate.  Under  PR1A,  producers  have  had  stability,  an 
opportunity  to  plan  ahead,  and  confidence  that  their  investment  of  private  capital  in  the 
federal  rangelands  would  provide  some  return.  The  knowledge  that  they  could  be  priced 
off  the  federal  rangelands  at  any  moment  has  caused  the  value  of  ranches  with  federal 
permits  to  decline  sharply  and  made  ranchers  much  less  willing  to  invest  in  range 
improvements. 

Chapter  2:  The  Appraisal  approach,  design,  methodology,  analysis,  interpretations,  and 
conclusions  of  the  1986  Grazing  Fee  Review  and  Evaluation  was  the  single  greatest  source  of 
controversy  surrounding  the  1986  Report.  Since  the  methodology  was  not  changed  in  preparing 
the  1992  Update,  and  the  conclusions  are  basically  the  same,  the  result  is  that  the  updated 
information  is  the  same  flawed,  statistically  unsound  data  produced  in  1986,  only  updated  to 
1992.  The  livestock  industry  is  on  record  through  several  reports  and  volumes  of  testimony 
identifying  the  faults  with  the  1986  Appraisal  report.  A  critique  of  the  report,  prepared  by  Dr. 
John  Fowler  of  New  Mexico  State  University  in  April,  1992,  accompanies  the  1992  Update 
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Report.   We  will  not  rehash  our  many  objections  to  the  1986  Appraisal  in  these  comments,  but 
instead  will  summarize  a  few  key  points  we  feel  must  be  addressed  here: 

The  review,  like  the  1986  report,  did  not  address  the  private  capitalization  which  created 
and  developed  the  production  unit,  a  mixture  of  private  and  federally-owned  lands.  While 
the  review  recognized  the  capitalization  from  the  point  of  view  of  a  long  term  asset,  it  did 
not  recognize  the  resulting  opportunity  cost  or  the  real  interest  cost  associated  with  private 
investment  in  federal  lands,  both  for  the  purposes  of  acquisition  of  the  permit  opportunity 
and  development  of  the  productive  capacity  of  the  permit. 

A  critical  flaw  in  the  review,  as  in  the  1986  report,  is  that  the  inherent  productivity  of 
deeded  lands  as  expressed  in  the  numbers  of  acres  required  to  carry  an  AUM  of  grazing" 
are  not  equal.  Private  land  is  higher  in  productivity  and,  therefore,  not  directly  comparable 
to  federal  areas  without  major  adjustments.  The  analysis  of  the  west-wide  survey  of  the 
livestock  industry,  to  be  completed  in  May,  1992,  will  provide  significant  data  to  support 
this  fact. 

In  water  based  states,  which  exist  in  the  southwestern  states,  each  parcel  of  land  is 
associated  with  water  rights.  Inclusion  of  leases  without  direct  inclusion  of  the  whole 
water  unit  constitutes  appraisal  hv  p.nrts  This  results  in  a  gross  overvaluation  of  parcels 
that  don't  have  water  but  are  serviced  by  water  from  adjoining  land  not  included  in  the 
appraisal. 

In  the  1992  appraisal  update,  the  sampling  of  260  leases  for  the  entire  west  is  inadequate. 
In  addition  to  this  inadequacy,  the  distribution  of  leases  within  the  6  pricing  areas  is 
inappropriate.  Only  7  leases  were  used  for  Area  5;  four  of  the  six  Pricing  Areas  had  less 
than  22  private  leases  for  a  basis  of  change.  There  is  also  no  description  of  how  the 
sample  was  constructed,  and  there  was  no  determination  made  as  to  whether  the  original 
pricing  regions  were  still  valid. 

In  Figure  2.2,  Appraisal  Value  Conclusions  the  last  column  is  mislabeled.  It  should 
reflect  that  this  is  a  partial  update,  and  what  good  is  an  update  when  only  part  of  the  data  is 
updated?  About  40  percent  of  the  Pricing  Areas  are  not  updated.  Would  the 
recommendation  be  that  Pricing  Area  1  fees  go  up,  but  Pricing  Area  5  fees  do  not  change 
because  the  data  in  Pricing  Area  5  could  not  be  updated?  Also,  the  adjustment  factor 
between  the  cost  of  grazing  federal  and  private  rangelands  is  estimated  at  5%,  just  as  it 
was  in  the  1986  report  Using  the  data  from  the  appraisal  report,  it  is  possible  to  come  up 
with  three  other  adjustment  factors  that  are  as  logically  consistent,  or  more  so,  than  the  5% 
used.  These  other  factors  are  presented  in  the  "Discussion  of  Appraisal  Adjustment 
Percentage"  prepared  by  Dr.  Darwin  Nielsen  (attachment  2). 

The  area  that  proves  to  be  of  greatest  concern  is  that  the  same  lease  appears  in  both  the 
Private  Grazing  Lease  Rates  and,  simultaneously,  in  the  Governmental  Rental  Rate  for  the 
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Pricing  Area.  Specifically,  in  Pacing  Area  2  data  number  350250012  and  080X9004 
appear  in  both  sets.  This  also  occurs  in  Pricing  Area  3  with  data  number  300090026.  The 
mean  value  of  the  data  sets  will  obviously  move  together  when  the  numbers  used  in 
calculating  the  mean  are  the  same  for  each  data  set.  Adjusting  leases  for  comparability  is 
sometimes  necessary,  but  the  criteria  for  adjustment  should  be  stated  and  uniformly 
applied.  In  Pricing  Area  1,  data  number  310090035  actually  decreased  by  $5.54  but  was 
adjusted  upward  to  $20.00;  however.  Data  Number  310310019  increased  by  $12.12  but 
was  left  the  same.  The  procedure  then  was  to  consult  experts  and  other  data  and  to  make 
another  adjustment  for  the  final  adjusted  value  of  the  pricing  area.  Dual  adjustments  of 
this  nature  quickly  move  out  of  the  realm  of  objectivity  toward  subjectivity  and  must  be 
viewed  with  skepticism. 

Chapter  3:  The  evaluation  of  alternative  grazing  fee  systems  contained  in  this  chapter  are  based 
in  large  part  on  the  1986  Appraisal  and  the  Appraisal  Update,  on  which  we  have  just  commented 
to  some  extent.  Needless  to  say,  we  find  any  systems  based  on  the  flawed  and  statistically 
unsound  data  produced  by  the  Appraisal  report  unacceptable.  We  also  reiterate  our  objections  to 
the  use  of  the  ICI  Index,  which  can  be  found  under  "Statistically  Unsound  Indexing"  at  the 
beginning  of  these  comments.  The  NASS  recommendation  that  data  on  sheep  and  lambs  be 
excluded  in  any  livestock  price  index  is  also  without  sound  basis,  as  stated  in  our  comments 
"Further  Mixing  of  Data  Which  is  Misleading." 

Chapter  4:  A  comparison  of  state  land  lease  rates  occurs  in  Chapter  4,  but  no  information  is 
provided  regarding  the  comparative  values  of  state  lands.  In  1991,  because  of  the  misleading 
information  provided  in  the  1986  Grazing  Fee  Report  regarding  state  grazing  fees,  the  livestock 
industry  commissioned  a  study  of  the  16  western  states,  as  identified  in  Figure  B.13  of  the  1986 
Report  Provided  here  are  the  major  factors  influencing  the  cost  differences  to  lessees  of  state 
and  federal  grazing  land. 

1.  Control  of  public  access:  In  8  of  14  western  states,  the  lessee  can  post  his  land  against 
hunters  and  other  users.  In  some  states  the  lessee  can  sell  the  right  to  hunt  on  state 
leased  land.  Controlled  public  access  reduces  loss  of  animals  due  to  theft  and 
vandalism  and  reduces  damage  to  range  improvements. 

2.  Greater  animal  carrying  capacity  (productivity)  on  state  land:  (See  Chart)  Poorer 
federal  rangelands  require  animals  to  range  over  greater  distances,  accounting  for 
lesser  weight  gains,  lower  conception  rates,  greater  herding  costs,  and  greater  loss  of 
animals  due  to  predators  and  people. 
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PRODUCTIVITY  COMPARISON:    STATE  VS.  FEDERAL  LANDS 

%  MORE  ANIMALS      FOREST  SERVICE 

STATE  AVERAGE  BLM  STATE  LAND               ACRES/AUM 

STATE                ACRES/AUM  ACRES/AUM  SUPPORTS               NOT  AVAILABLE 

AZ                     7.1  16.7  230% 

CA                      N/A  13.7 

CO                      5.3  10.9  200% 

ID                       6.5  9.1  40% 

MT                     4.3  5.9  37% 

NM                    4.8  6.7  39% 

NV                     3.5  17.6  500% 

OR                     8.0  13.0  63% 

UT                     18.0  16.6  -8% 

WY                    3.8  8.8  232% 


3.  Greater  flexibility  in  grazing  intensity  and  duration  on  state  land:  Although  state 
leases  specify  the  number  of  allowable  Animal  Unit  Months,  the  lessee  has  flexibility 
in  seasons  of  use  and  duration  of  use,  allowing  for  greater  efficiency  in  operation. 


4.     Ownership  of  improvements  by  lessee:  In  13  of  14  states,  the  lessee  owns  any  capital 
improvements  he  constructs  on  state  land,  which  may  be  sold  to  the  next  lessee. 


5.  States  require  no  minimum  land  ownership  for  lessees:  Use  of  federal  grazing  permits 
requires  ownership  of  commensurate  property.  A  private  market  rate  based  fee  system 
is  appropriate  in  markets  where  the  number  of  consumers  is  not  limited.  However,  the. 
federal  commensurability  requirements  of  minimum  base  property  ownership 
necessarily  limit  the  possible  pool  of  federal  lessees. 
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A  summary  of  the  comparisons  per  state  are  provided  on  the  following  charts: 


State 

Conunensurability 
Requirement 

Inspection  Of 
All  Sites  During 
Grazing  Season 

Flexibility  In 
AUMUse 

Subleasing 

AZ 

N 

N 

Y 

Y 

CA 

N 

N 

Y 

N 

CO 

N 

N 

Y 

Y 

ID 

N 

N 

Y 

Y 

KS 

N 

Y 

N 

N 

MT 

N 

N 

Y 

Y 

NE 

N 

N 

Y 

NA 

NM 

N 

N 

Y 

Y 

NV 

N 

Y 

Y 

N 

ND 

N 

N 

Y 

Y 

OK 

N 

N 

Y 

N 

OR 

N 

Y 

Y 

Assignment 
Allowed 

SD 

N 

N 

Y 

Assignment 
Allowed 

UT 

N 

N 

Y 

Assignment 
Allowed 

WA 

N 

N 

Varies* 

Y 

WY 

N 

N 

Y 

Y 

•State  administers  a  system  of  leases  and  permits.   Lease  rates  are  higher  than  permit  rates,  and 
provide  a  greater  range  of  tenant  rights,  including  discretion  in  grazing  dates  and  intensity. 
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Slate 


AZ 
CA 
CO 

ID 

KS 
MT 

NE 

NM 

NV 

ND 

OK 
OR 

SD 

UT 


Owner  Of 
Improvements 


Lessee 

State 

Lessee 

Lessee 

Agency 

Lessee 

Lessee 

Lessee  • 

State 

Lessee 

Lessee 
Lessee 

Lessee 
Varies 


Control  Of 
Hunting  Or 
Other  Access 


No 
No 
YES 

No 

No 

YES 

YES 

No 

No 

YES 

YES 
YES 

No 

No 


State  Land 

Carry  uig 

Capacity 
(Acres/AUM)* 

7.1 

N/A 

5.3 


N/A 

N/A 

4.28 

2 

4.8 

NA 

3-4 

1 
8 

2.63 


18 


Maintenance/ 
Improvement 
Responsibility 


Lessee 
Lessee 
Shared 

Shared 

Shared 

Lessee 

Lessee 

Lessee 

State 

Lessee 

Shared 
Shared 

Lessee 
Shared 


Fee 


Type 


$1.56 

$1.35 
To  $6.00 
$4.53 


$4.99 
(Cattle) 
$3.74 
(Sheep) 

N/A 

$4.24 

$13-$16 

$3.46 

$8-$ 15 

$6/ Acre 

$8.10 

$2.50- 

$3.50 

$6.52 

$2.32 


Formula 

Market 

1/2 

Market 

Price 

Formula 


Bids 

Formula 

Market 

Formula 

Bids 

Auction 

Market 

Board 

Set 

Formula 

Formula 


WA 

Varies** 

With  Special 
Permission 

NA 

Varies** 

$3.59 
(Permit) 

Formula 

WY 

Lessee 

With  Special 
Permission 

3.8 

Lessee+ 

$2.50 

Board 
Set 

*  An  Animal  Unit  Month  is  the  feed  equivalent  necessary  to  support  a  1,000  pound  cow  or  five  sheep  for  one  month. 
**State  has  two  tiered  system  of  permits  and  leases.  On  leased  land,  which  comes  with  a  larger  array  of  property  rights,  the 
lesse  owns  improvements  he  constructs,  on  permitted  land  the  stale  helps  construct  and  owns  improvements. 
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CHAPTER  5:  As  stated  in  our  beginning  comments  under  "Statistically  Unacceptable 
Indexing",  the  use  of  the  ICI  Index  to  update  the  nonfee  costs  assumes  that  the  relative  prices  of 
all  types  of  nonfee/nonrent  costs  have  remained  the  same  since  1966.  See  the  "Comments  on 
Nonfee  Cost  Update"  of  April  16,  1992,  prepared  by  Dr.  Darwin  Nielsen  (attachment  1).  Dr. 
Frederick  Obermiller,  Oregon  State  University,  in  a  soon  to  be  published  study,  found  that  the 
price  index  updated  base  fees  for  Eastern  Oregon  ranching  operations  (drawing  on  previously 
published  survey  data  collected  in  1982)  are  comparable  to  Nielsen's  for  BLM  allotments.  In  the 
Eastern  Oregon  data  set,  the  Forest  Service  allotment  cost  equalization  base  fee  is  even  lower 
and  is,  in  fact,  negative.  Obermiller  points  out  that  he  and  Doctors  Nielsen  (Utah  State 
University),  Fowler  and  Torell  (New  Mexico  State  University)  all  conclude  that  the  PRIA  fee 
has  kept  total  per  AUM  grazing  costs  in  line  since  the  current  fee  structure  was  enacted  in  1978. 
This  is  because  ranchers,  like  any  other  businessmen,  shift  the  composition  of  the  inputs  they  use 
around  until  a  competitive  balance  is  achieved.  When  production  is  balanced,  all  ranchers  face 
the  same  operational  cost  structure  per  unit  of  intermediate  output  (per  AUM  grazed).  In  other 
words,  with  the  PRIA  grazing  fee,  the  annual  forage  use  costs  on  private  rangelands  and  on 
federal  rangelands  are,  on  average,  equal.  That  is  what  theory  would  suggest;  that  is  what 
repeated  studies  have  shown. 

Updating  the  list  of  production  costs  which  were  derived  from  the  1966  Western  Livestock 
Grazing  Fee  Study  without  recognizing  the  major  shift  in  range  improvement  maintenance  to  the 
livestock  permittees  from  the  agency  budgets  understates  the  actual  costs  of  federal  land  grazing 
by  a  factor  approaching  10%.  In  1983  the  BLM  changed  range  improvement  maintenance 
policy,  shifting  the  burden  of  responsibility  from  the  Bureau  to  the  permittees.  Elsewhere,  the 
BLM  has  stated  that  this  policy  change  added,  on  average,  one  dollar  per  AUM  to  the  BLM 
permittees'  forage  use  costs.  The  price  index  updated  data  by  Nielsen  are  for  the  year  1966  and 
do  not  capture  the  cost  effect  of  the  policy  change.  Adding  the  extra  one  dollar  per  AUM  to 
BLM  permittees'  average  forage  use  costs  reduces  the  implied  price  updated  base  fee  back  down 
to  the  origin!  $1.23  per  AUM  range. 

Dr.  Obermiller  maintains  that  this  $1.23  per  AUM  base  fee  has  been  paid  annually  by  all 
permittees  since  1969.  The  $1.23  per  AUM  is,  on  average,  the  amount  of  the  annualized  value 
of  the  "permit  cost  (value)"  paid  by  permittees  and  observed  in  the  1966  data  base.  The 
explanation  is  detailed  in  the  1969  House  and  Senate  Hearings  Records  on  Federal  grazing  fees. 
For  various  reasons,  the  two  Departments  and  the  Administration  refused  to  recognize  this  cost 
when  setting  the  "level  playing  field"  grazing  fees  using  the  $1.23  per  AUM  base.  This  means 
that  in  the  23  years  since  1969  permittees  have  been  "purchasing"  (again!)  their  permits  and 
paying  for  them  at  the  average  rate  of  $  1.23  per  AUM  per  year.  This  23  year  time  span  has  been 
sufficient  for  full  amortization  of  the  original  permit  cost,  suggesting  that  any  wealth  transfer  to 
public  land  ranchers  resulting  from  the  awarding  of  permits  has  been  negated.  This  same  logic 
can  be  used  to  argue  for  a  "zero  price"  grazing  fee. 
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Comments  on  Nonfee  Cost  Update 

Darwin  B.  Nieisen 

An  "Input  Cost  Index  (ICO'  was  used  to  update  the  1966  study  to  1990.  The  same 

index  number  (Id  =  289)  was  used  for  every  nonfee  cost  item.  They  reported  that  the 

ICI  was  used  since  individual  indicies  for  each  cost  item  was  not  available.  There  are 

several  components  of  the  (ICI)  that  are  questionable  relative  to  the  nonfee  costs  of  using 

public  lands.    The  consumer  price  index  accounts  for  30.4%  of  the  ICI,  production 

commodities  57.6  and  interest,  taxes,  insurance,and  farm  wage  rates  12%.     The 

consumer  price  index  is  only  remotely  related  to  the  nonfee  costs.  Many  components  of 

the  production  commodities  portion  are  also  questionable  such  as:   feeder  livestock, 

seed,  fertilizer  and  chemicals,  tractors  and  self-propelled  machinery,  other  machinery  and 

farm  services.  Taxes  and  insurance  are  also  questionable  as  part  of  the  index. 

USDA  publishes  many  production  indicies  that  come  much  nearer  measuring  the 

changes  in  cost  of  grazing  on  public  lands  than  the  ICI.  I  used  those  indicies  from  USDA 

that,  in  mv  opinion,  fit  as  near  as  possible  the  individual  nonfee  cost  items  from  the  1966 

fee  study.  These  indices  are  listed  in  the  following  tables. 

One  might  ask  if  the  two  different  sets  of  indicies  make  any  difference  in  the  final 

fee  estimate.  The  following  summary  indicates  that  it  does  make  a  difference: 

Cattle  Sheep 

Public  Private  Public  Private 

Total  nonfee  cost       $9.48  ($12.48)*        $7.95  ($10.41)  $13.09    ($17.60)  $11.24  ($14.18) 

Private  lease 

rate  or  fee:  3.02       (228)  4.55       (4.35)  2.65        (1.88)  4.50       (4.30) 

Total  cost  12.50     (14.76)  1250     (14.76)  15.74      (19.48)  15.74     (19.48) 

Diff.  or  public  fee        $3.02     ($228)  $2.S      ($1.88) 

Wt  average:  gJfi    ($220) 

•(Nielsen  estimate) 


Attachment  1 


Fee  and  Nonfee  Costs  of  Grazing  Private.  Lands  (Cattle) 

(Updated  with  January  1990  Index  Numbers) 


Item 

1966 
S037 

1977  faderi 
S0.62(L68) 

1990  fafe) 
(LS0> 

(meat  animals/prices  received)  - 

Lost  animals 

SL12 

Association  fees 

0.00 

(2.00) 

(L69) 

(production  items) 

zr. 

0.00 

Vftrftrfnarian 

0-13 

029(226) 

(1-79) 

(wage  rates) 

m 

0.53 

Moving  livestock 

025 

OJ58(230) 

(202) 

(autos  &  truck)  + 
(wage  rates) 

— 

U6 

Herding 

0.19 

0.43(126) 

(1-79) 

(wage  rales) 

Z2. 

0.77 

Salting  &  feeding 

0.83 

L74(220) 

(1ST) 

(auto  &.  truck)  + 
(feed) 

_ 

3.09 

Travel 

025 

0.55(218) 

(113) 

(auto  &  truck)  + 
(fuel  L  energy) 

3 

L19 

Water 

0.06 

0.12(200) 

(1-69) 

(production  items) 

2 

020 

Fence  maintenance 

025 

057(228) 

(LSI) 

(wages)  + 
(building  &  fearing) 

_ 

092 

Horse  cost 

020 

019(2.00) 

(L86) 

(feed) 

. 

031 

Water  maintenance 

0.15 

034(228) 

(Lfil) 

(wages)  r 
(building  &.  fencing) 

zs 

0J5 

Dcvcl-  depreciation 

0.03 

0.06(2.00) 

(1-69) 

(production  items) 

m 

020 

Other  costs 

014 

028(2.00) 

(L69) 

(production  items) 

s 

0.47 

$2.75 

TOTAL  NONFEE  COST 

= 

10.41 

1990  FEE  COSTS: 

Private  Fee   =   $435/AUM»*( excluding  nonfee  cost)* 


TOTAL  1990  COSTS:         Private  L«ase  -  S10.41  -  S435  •  S14.76 


♦Indices  taken  from  USDA,  "Agricultural  Prices,"  Washington,  D.C  Economic  and  Statistics,  and  Cooperatives 
Service,  January  3L  1990. 


•Based  on  private  lease  of  S1.79  for  catdc  from  1966  study. 


Fee  and  Nonfee  Costs  of  Grazing  Federal  Lands  (Cattle) 

(Updated  with  January  1990  Index  Numbers) 


Item 

1966 
S0.60 

1977  (index) 
SL01  (L68) 

1990  fade*' 
(L80)* 

(meat  animals/prices  rccs 

Lost  animal'; 

rived)  -  S1.82 

Association  fees 

0-08 

0.16  (100) 

(1.69) 

(production  items) 

-    027 

Veterinarian 

0J2 

025(226) 

(179) 

(wage  rates) 

-    0.45 

Moving  livestock 

02* 

0  55  (130) 

(102) 

.(antos  &  tracks)  * 
(wage  rates) 

-    Lll 

Herding 

0-46 

1J>*(226) 

(L79) 

(wage  rates) 

-    L86 

Salting  &.  feeding 

0J6 

LIS  (110) 

(197) 

(auto  &  truck)  ▼ 
(feed) 

-    132 

Travel 

032 

0.70  (118) 

(113) 

(auto  &  track)  - 
(fuel  <&  energy) 

*     1.49 

Water 

0.08 

0.16  (100) 

(1.69) 

(prodocrion  items) 

»    027 

Fence  maintenance 

024 

0.55  (228) 

(161) 

(wages)  ♦ 
(bunding  &  fencing) 

«    0.89 

Horse  cost 

016 

030  (L86) 

(168) 

(feed) 

=    0.50 

Water  maintenance 

0.19 

0.43  (128) 

(161) 

(wages)  + 
(building  &.  fencing) 

•      -    0.69 

DeveL  depredation 

0-L1 

022  (100) 

(1.69) 

(production  items) 

-    0J7 

Other  costs 

0.13 

026(100) 

(1.69) 

(production  items) 

-_£44 

S328 

TOTAL  NONFEE  COST 

=  1148 

1590  FEE  COSTS: 

Forest  Service 

- 

S1.81/AUM 

BLM 

m 

SL81/AUM 

TOTAL  1990  COSTS: 


Forest  Service  -  S1148  +  S1.81  -  S1429 
BLM  -  S12.48  -  SL81  «  S1429 


*Trdices  taken  from  USDA  "Agriculrural  Prices.*  Washington,  D.C^  Economic  and  Statistics,  and  Cooperatives 
Service,  January  31  1990. 


Fee  and  Nonfee  Costs  of  Grazing  Federal  Lands  (Sheep) 

(Updated  with  January  1990  Index  Numbers) 


l!?m_, 

1966 

$0.70 
0.04 
0-11 
0.42 

]077  findex) 

(1.68) 
(100) 
(125) 
(130) 

loco  fmdex) 

(L80)* 
(1-69) 
(L79) 
(102) 

(meat  animals/prices  received) 
(production  items) 
(wage  rates) 
(autos  &  trucks)  - 
(wage  rates) 

Lost  animals 
Association  fees 
Veterinarian 
Moving  livestock 

-  S2J2 

»  0J.4 
■     0.44 

-  1.95 

Herding 

Salting  &  feeding 

1-33 
0J5 

(125) 
(210) 

(L79) 
(1.97) 

(wage  rates) 
(auto  &.  truck)  - 
(feed) 

-  538 

-  128 

Travel 

0.49 

(118) 

(113) 

(auto  &  track)  - 
(fuel  &.  energy) 

■     227 

Waicr 

Fence  maintenance 

0.15 
0.09 

(100) 
(128) 

(L69) 
(L61) 

(production  items) 
(wages)  * 
(building  &  fencing) 

-  Oil 
=    033 

Horse  cost 

Water  maintenance 

0.16 
0.11 

(L86) 
(128) 

(1.68) 
(1.61) 

(feed) 
(wages)  + 
(building  &  fencing) 

-     0-40 

DeveL  depreciation 
Other  costs 

0.09 

029 

S3.28 

(100) 
(100) 

(L69) 
(L69) 

.990  FEE  COSTS: 

(production  items) 
(production  items) 
TOTAL  NONFEE  COST 

-  030 
»  0.98 
■  17.60 

Forest  Service    - 

S1-S1/AUM 

BUM 

= 

SLS1/AUM 

TOTAL  1990  COSTS:         fores:  Service  -  $17.60  -  SL81  *  $19.41 

BLM  -  SI7-60  *  S-81  *  Slf)-41 


indices  taken  from  USDA,  -Agricultural  Prices,'  Washington,  D.C,  Economic  and  Statistics,  and  Cooperatives 
Service,  January  3L,  1990. 


Fee  and  Nonfee  Costs  of  Grazing  Private  Lands  (Sheep) 

(Updated  with  January  1990  Index  Numbers) 


Item 

50.65 

1577  (index) 
S0.62(L68) 

1990  (index) 
(1.80> 

(meat  animals/prices  received' 

= 

Lost  animals 

SL97 

Association  fees 

0.00 

(ZOO) 

(L69) 

(produaion  items) 

= 

0.00 

Veterinarian 

0.11 

0J29(126) 

(1.79) 

(wage  rates) 

w 

0.44 

Moving  livestock 

0.38 

0.58(130) 

(102) 

(autos  &.  track)  - 
(wage  rates) 

■ 

1.77 

Herding 

U& 

0.43(126) 

(1.79) 

(wage  rates) 

^r 

4.69 

Sailing  &.  feeding 

0.45 

174(2.10) 

(1ST) 

(auto  &  track)  + 
(feed) 

■ 

L86 

Travel 

0.43 

0.55(118) 

(2.U) 

(auto  &  truck)  + 
(fuel  St  energy) 

_ 

100 

Water 

0.16 

0.12(100) 

(1.69) 

(production  items) 

» 

034 

Fence  maintenance 

0.15 

057(128) 

(1-61) 

(wages)  * 
(building  &  fencing) 

- 

0.55 

Horse  cost 

0.07 

019(100) 

(L86) 

(feed) 

= 

022 

Water  maintenance 

0.09 

034(123) 

(161) 

(wages)  ♦ 
(boDdiae  &  fencing) 

- 

033 

DeveL  depreciation 

0.02 

0.06(100) 

(3.65) 

(production  items) 

=t 

0.07 

Other  costs 

022 

018(100) 

(1-69) 

(production  items) 

=3 

0.74 

S3.S9 

TOTAL  NONFEE  COST 

= 

15  IS 

1990  FEE  COSTS: 

Private  Fee   -    S4jO/AUM*»( excluding  nonfee  cost) " 


TOTAL  1990  COSTS:         Private  Lease  -  S15.18  +  S430  =  $19.48" 


♦Indices  taken  from  USDA,  "Agriculrural  Prices,"  Washington,  D.C.,  Economic  and  Statistics,  and  Cooperatives 
Service,  Januarv  3L  1990. 


"Based  on  private  lease  of  5L77  for  sheep  from  1966  fee  study. 


The  results  are  significantly  different 

Government  estimate:        $2.95  -  $1.81  (1990  fee)  =  $1.14  increase  in  fees 
Nielsen  Estimate:  2.20  -1-81  =  $0.39  increase  in  fees 

The  increase  in  fees  is  the  amount  fees  would  have  to  increase  to  retain  the  public-private 

total  cost  equality  which  was  used  to  set  fees  in  1966 


Discussion  of  Appraisal  Adjustment  Percentage 
Darwin  B.  Nielsen 


(1)        Adjustment  used  by  appraisers:  (page  135) 
$6.81(PVT)-$6.53(PUB) 


$6.87(PP7) 


=  S£ 


a  -  uses  clipped  data  -  70%  and  subfiles  D,  F.  thru  J 
b  -  uses  simple  ave.  prices 

(2)  Using  same  data  but  using  wt.  ave.  prices  (page  135) 

S6.53(PVT)-$6.0l(PUB)   _    — 
$6.53(PVT)  '  — 

a  -  uses  clipped  data  -  70%  and  subfiles  D,  F  thru  J 
b  -  uses  wt.  averages  where  wt.  is  acres  in  each  lease 

wt.  ave.  should  be  more  representative  than  simple  ave. 

(3)  Using  undipped  data  from  subfile  J  only  (page  93)  and  ave.  price 

$7.93(P^7)-$6.73(/'{/S) 


$1.93(PtT) 


=  J5 


a  •  clipping  is  unjustified  scientifically  •  it  is  arbitrary. 

b  -  subfile  J  is  represented  in  report  as  the  subfile  most  nearly  the  same  as  public 

grazing. 

(4)       Using  undipped  data  from  subfile  J  only  and  wt.  ave.  price  (page  93) 
$7.32(PVT)-$5.54(PUB) 


%1.32(PVT) 


=  2± 


a  -  this  seems  to  be  the  most  logical  adjustment  factor  if  one  must  accept  anything  from 
appraisal  study 

Does  this  impact  the  results  of  the  appraisal  study? 


Adjustment 

Factor 

Advance 

Price  Area 

("iM/int:  V.i 

luc 

.05 

.08 

15 

24 

Payment 

i 

sio  mi /aim 

S';50/ALM 

S9.20/AUM 

SX50/ALM 

S7yj/ 

■\LM 

S0K4/AI  M 

i 

?5<j 

7  10 

(j'X) 

(,  IX 

5  !tl 

5  13 

■* 

SKI 

Kti 

7J6 

i,H) 

d  tj5 

S  4^ 

) 

(.25 

5'Aj 

5  75 

5.1l 

i  7% 

4  2" 

< 

S    _«.!, 

5  :o 

5  0fi 

J  Ift 

4  15 

1  ■■, 

f, 

t,  ?5 

d4U 

(.21 

5  74 

<  III 

4  <"/ 

The  final  value  per  pricing  area  is  68  percent  of  the  original  proposal  made  in  the  appraivi 
report. 
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GRAZING  FEE  REVIEW  AND  EVALUATION 

PO^T  FROM  THE  SECRETARY  OF  AGRICUL 

THE  SECRETARY  OF  THE  INTERIOR  1986. 


Dr.  John  M.  Fowler  and  Mike  J.  Fusco* 
Introduction 

The  sunset  clause  in  the  PRIA  that  required  the  formula  for  grazing  fees  to  be 
reevaluated  by  December  of  1985  resulted  if  a  large  scale  effort  to  determine  the  fair 
market  value  of  pubuc  forage,  the  report  entitled  "Granng  Fee  Review  and  Evaluation- 
was  written  to  summarize  the  studies  and  collective  thought.  This  report  was  released  in 
February  1986  by  the  Secretaries  of  Agriculture  and  Interior.  The  basic  problem  is  solely 
of  determining  a  price  of  public  forage  that  is  concurrently  fair  and  equitable  to  both  range 
livestock  industry  and  provides  a  reasonable  return  for  federal  forage.  Federal  forage  has 
historically  been  regulated  and  therefore,  has  no  efficient  market  place  to  determine  price. 
Forage  prices  in  the  private  sector  are  the  logical  proxy  for  estimating  the  values  of  feder^ 
forage.  The  "value  in  exchange"  for  private  forage  could  be  the  basis  for  Value  in  use"  of 

federal  forage. 

Soon  after  the  release  of  the  1986  Grazing  Fee  Review  and  Evaluation  there 
appeared  several  critiques  of  the  overall  approach,  design,  methodology,  analysis  and 
interpretations.  The  basis  of  the  positive  and  negative  aspects  of  the  studies  will  be 
summarized,  expanded  and  consolidated  in  this  treatise. 


"The  authors  are  Professor  of  Agricultural  Economics  and  Research  Associate  at  New 
Mexico  State  University. 

1 


MASS  Appraisal  Techniques 

The  mass  appraisal  technique  was  selected  as  an  appropriate  technique  to  determine 
the  rental  value  of  federal  forage  based  on  the  market  rental  value  of  private  native 
rangeland.   Mass  appraisal  is  defined  as  The  process  of  valuing  a  universal  of  properties 
as  of  a  given  date  in  a  uniform  order,  utilizing  standard  methodology,  employing  a  common 
reference  of  data,  and  allowing  for  statistical  testing."  The  technique  relies  solely  on  market 
data  and  does  not  incorporate  the  income  approach  to  value  or  the  replacement  cost 
depreciated  approach  to  value.  Differences  in  these  approaches  are  usually  reconciled.  The 
income  approach  has  historically  been  lower  than  the  market  value;  this  would  indicate  that 
market  values  should  be  viewed  as  upper  limits. 

The  mass  appraisal  technique  may  provide  an  indication  of  the  market  rental  rates 
but  this  rate  is  for  a  specific  point  in  time.  The  period  studied  was  1983  through  1984, 
which  was  a  peak  lease  period.  The  peak  was  both  in  terms  of  numbers  of  leases  but 
equally  important  the  prices  of  the  grazing  lease  were  at  an  all-time  high  as  evidenced  by 
the  competitive  lease  bids  on  the  McGregor  Range.  In  addition  to  the  questions  of  the 
appropriate  time  period,  value  in  exchange  versus  value  in  use;  the  question  of  comparability- 
of  public  to  private  lease  must  be  examined. 

The  market  value  approach  of  the  mass  appraisal  technique  examines  similar 
properties  and  makes  adjustments  necessary  to  improve  comparability.  Some  very  strong 
assumptions  were  necessary  before  the  properties  could  be  considered  similar.  The 
appraisers  concluded  that  similarity  exists  based  on  five  factors:  (1)  on-sight  stock  water,  (2) 
similar  season  of  use,  (3)  similar  availability  of  access,  (4)  similar  ranges  in  size,  and  (5) 


similarities  in  pricing  size.  Each  "similarity-  must  be  considered  and  must  outweigh  the 
dissimilarities.  A  major  concern  would  be  the  comparability  of  management  objectives;  is 
the  "highest  and  best  use"  of  private  profit  maximization  similar  to  the  agency  objective  of 
multiple  use  and  sustained  yield?  Are  the  services,  facilities  and  improvements  involved  in 
the  private  leases  similar  to  the  service  facilities  and  improvements  of  the  federal  lands? 
Is  the  inherent  quality  of  the  land  similar  or  were  the  best  quality  lands  homesteaded  first, 
thereby  making  the  deeded  private  lands  higher  in  quality  then  the  retained  federal  lands? 
This  is  particularly  true  of  the  BLM  land  areas. 

Forage  quality,  combined  with  rangeland  features  such  as  topography,  slope,  aspect, 
relief,  elevation,  and  rangeland  developments,  such  as  water  (Tembo,  1990)  determined  the 
range's  actual  value  (Rowlands  and  Stuth,  1989,  Squires,  1988).  Range/animal  performance 
interactions  were  not  considered  in  the  1986  study.  Herd  performance,  individual  weight 
gains,  calf  crops,  weaning  weights,  etc.,  indicate  that  performance  is  higher  on  private 
rangelands  than  public  (Stoddart  and  Smith,  1943,  Holechek,  In  Press).  Higher  grazing  fees 
would  be  obtainable  for  rangelands  that  provide  peak  animal  performance. 

The  value  of  the  forage,  whether  it  is  public  or  private  is  a  result  of  derived  demand 
for  that  factor  of  production.  The  more  efficient  the  factor  and  the  higher  the  value  of  the 
final  product  imputes  a  higher  fee  for  the  factor;  i.e.  a  higher  marginal  value  product 
attributable  to  the  factor. 
Private  Comparison  to  Public 

The  process  of  examining  private  leases  and  using  the  efficient  private  sector  prices 
as  a  proxy  for  public  forage  has  merit  if,  and  only  if,  the  appropriate  adjustments  are  made 


to  answer  comparability.  Two  major  considerations  are  critical;  recognizing  the  bundle  of 
goods  provided  in  the  federal  permits,  and  only  including  the  portion  of  the  private  lease 
that  accurately  reflects  the  same  bundle  of  goods.  To  make  private  lease  rates  more 
comparable  to  the  federal  permit  terms  and  conditions,  the  following  adjustments  must  be 
considered. 

FMV  =  MRR  -  SV  -  CC  -  Q  -  IC  •  PC 
where: 

FMV   =        fair  market  value;  the  estimate  of  the  value  of  a  federal  AUM  of 

grazing  of  allocated  in  a  competitive  market. 
MRR  =        Market  rental  rate;  negotiated  price  of  private  leases  including  all 

service  facilities  and  improvements. 
SV       =        Service  value;  value  of  services  provided  with  a  private  lease  that  are 

not  provided  with  a  federal  lease. 
CC       =        Compliance  Cost;  cost  of  meeting  attendance,  policy  and  regulation 
compliance  associated  with  the  objective  of  multiple  use  of  federal 
range. 
Q         =         Quality;  adjustment  for  inherent  difference  in  forage  quality  between 

federal  and  private  lands. 
IC        ■         Investment  Cost;  the  annualized  cost  of  investments  depreciated  over 

the  expected  life  of  the  investment. 
PC       =         Permit  Cost;  the  amortized  cost  of  obtaining  the  federal  permit. 
Identification  of  appropriate  information  and  insufficient  data  collection  imposed  a 


significant  constraint  on  the  establishment  of  comparability  between  federal  and  private 
rangelands.  The  actual  number  of  lease  transactions  for  mature  cattle  that  had  at  least  70 
percent  nonfederal  ownership  was  only  1,131  leases  in  1983  for  all  six  pricing  regions  of  the 
west.  The  total  was  3,101  observations  for  the  period  between  1977  thru  1983. 

Appraisal  Methodology  and  Analysis 
The  overall  mass  appraisal  approach  does  have  merit  and  validity  if  conducted 
correctly.  However,  adjustments  are  necessary.  It  is  really  the  ability  to  analyze  and  make 
appropriate  inferences  that  were  seriously  deficient  in  the  1986  grazing  fee  evaluation 

report. 

There  was  no  scientific  or  statistical  credibility  to  the  method  of  analysis  or  the 
conclusions  drawn  in  this  grazing  fee  study.  Actual  survey  sample  size  was  much  too  small 
to  lend  itself  to  statistical  validity.  In  certain  areas  surveys  targeted  the  wrong  people  (i.e. 
farmers).  Farmers  seldom  lease  native  range.  They  lease  improved  pasture  and/or  crop 
aftermath  (fodder).  Prices  for  these  leases  are  generally  much  higher  due  to  "quality"  of 
forage  and  "availability  of  forage".  Specific  entities  were  selectively  left  off  the  mailing  list 
for  the  survey.  Union  Pacific  Railroad,  the  largest  landlord  in  Wyoming,  was  excluded  from 
the  Wyoming  data  set,  (Kearl,  1986).  Their  grazing  fees  were  much  lower  than  most  of  the 

targeted  survey  groups. 

Area  responses  were  not  weighted  to  give  a  clear  picture  of  private  land  lease  rates. 
Nevada,  an  area  of  lower  lease  rates  had  only  12  responses  to  the  survey,  while  California, 
the  area  of  highest  lease  rates  had  332  response,  (Kearl,  1986).  Since  no  weighting  factor 
was  developed  a  bias  may  have  been  created  that  indicates  a  higher  private  land  grazing  fee 


for  the  western  U.S.  Observations  of  1  year  leases  exceed  those  for  all  other  periods  by  120 
percent.  Thus  an  analysis  that  includes  a  disproportionate  share  of  1  year  leases  will  skew 
and  bias  results  toward  higher  lease  fees.  Therefore,  incorrect  inferences  will  likely  be 
drawn  unless  adjustments  are  made  for  a  longer  term  of  lease.  Ninety-five  percent  of  the 
private  leases  were  five  years  or  less,  69  percent  of  private  leases  were  for  one  year  or  less, 
which  is  not  representative  of  the  ten-year  federal  permits  (Public  Land  Council,  1984). 

Another  fatal  flaw  of  the  analysis  was  the  practice  of  counting  each  year  of  a  lease 
as  a  separate  observation.    In  statistical  analysis,  each  observation  must  be  independent. 
This  leads  to  a  statistical  problem  known  as  autocorrelation  resulting  in  disproportionate 
weighting.  When  observations  are  made  over  time  a  "disturbance"  occurring  at  one  period 
will  carry  over  into  other  periods  because  of  lack  of  independence  (Kmenta,  1971).  There 
were  three  fundamental  problems  with  autocorrelation,  which  apply  to  this  study.    First, 
unbiased  estimates  of  the  population  were  not  obtained.  Second,  least  squares  formulas  for 
sampling  variances  of  the  regression  coefficients  (used  in  statistical  analysis),  resulted  in  a 
serious  underestimate  of  sample  variances.  In  any  case  these  formulas  are  no  longer  valid, 
nor  are  the  precise  forms  of  the  t  and  F  tests  derived  for  the  linear  model.  Third,  inefficient 
predictions  were  obtained,  that  is  predictions  with  needlessly  large  sample  variances 
(Johnston,  1963). 

Individual  leases  that  included  different  classes  or  species  of  livestock  were  separated 
into  different  samples.  This  leads  to  a  problem  in  statistical  analysis  referred  to  as 
multicollinearity.  The  consequences  of  creating  a  data  set  that  has  linear  dependance 
berween  the  explanatory  variables  are  as  follows: 


1.  The  precision  of  estimation  falls  so  that  it  becomes  very  difficult,  if  not 
impossible,  to  disentangle  the  relative  influences  of  the  various  X  variables.  This  loss  of 
precision  has  three  aspects:  specific  estimates  may  have  very  large  errors;  these  errors  may 
be  highly  correlated,  one  with  another;  and  the  sampling  variances  of  the  coefficients  will 

be  very  large. 

2.  Investigators  are  sometimes  led  to  drop  variables  incorrectly  from  an  analysis 
because  their  coefficients  are  not  significantly  different  from  zero,  but  the  true  situation  may 
not  be  that  the  variable  has  no  effect  but  simply  that  the  set  of  sample  data  has  not  enabled 

the  variation  to  be  isolated. 

3.  Estimates  of  coefficients  become  very  sensitive  to  particular  sets  of  sample  data, 
and  the  addition  of  a  few  more  observation  can  sometimes  produce  dramatic  shifts  in  some 
of  the  coefficients"  (Johnston,  1963,  pg  160). 

The  authors'  inability  to  account  for  multicollinearity  prohibited  an  accurate  valuation 
of  services  provided  in  the  private  lease.  This  resulted  in  a  highly  subjective  five  percent 
estimate  for  services  that  had  no  foundation  or  credibility. 

The  statistical  analysis  performed  did  not  properly  treat  the  presense  of  heterogeneity 
b  the  range  livestock  industry.  This  is  a  major  problem  since  data  cannot  properly  be 
aggregated  unless  it  is  similar.  Data  aggregation,  in  spite  of  obvious  heterogeneicy,  is 
ar.other  fatal  flaw  of  this  study.  The  appraisers  stratified  the  western  U.S.  into  six  "price 
areas"  based  on  their  criteria  of  "reasonable  homogenous  prices".  The  stratifications  were 
inappropriate  in  that  there  exists  a  great  deal  of  variability  within  and  among  subfiles. 
There  appear  to  be  twenty-fold  differences,  or  more,  between  the  lowest  and  highest  prices 


within  any  price  area  and  subfile.  Differences  of  100-fold  or  more  occur,  and  differences 
of  only  10-fold  seem  to  be  the  exception  in  subfiles  with  significant  numbers  of  observations 
(Kearl,  1986). 

Categorizing  lease  samples  into  subfiles  without  testing  for  statistical  differences  is 
unacceptable.    If  differences  occur  they  needed  to  be  accounted  for,  not  "dismissed". 
Reasons  for  excluding  individual  subfiles  from  analysis  were  inconsistent  and  scientifically 
invalid.  It  was  inappropriate  to  include  subfile  G  in  an  analysis  of  native  range  when  subfile 
G  was  defined  to  include  observations  with  greater  than  ten  percent  irrigated  or  sub- 
irrigated  pasture.  Only  areas  undergrazed  (75  percent  of  carrying  capacity)  and  overgrazed 
(125  percent  of  carrying  capacity)  were  included  in  subfile  D.    Why  separate  these  from 
"normal  stocking  rate"  if  they  are  all  included  in  final  analysis?  Why  were  leases  that  had 
not  been  renegotiated  within  the  past  10  years  deleted  from  subfile  I,  which  is  defined  as 
ownership  as  100  percent  corporate,  railroad,  or  state?  Subfile  J  contains  transactions  with 
on-site  stockwater  and  vegetative  cover  predominately  native  and  less  than  ten  percent  of 
the  lease  subimgated  or  irrigated.  This  subfile  was  included  into  the  overall  computation 
of  private  lease  rates  and  was  also  used  to  determine  the  value  of  federal  lease  rates.  This 
could  cause  bias  of  the  means,  by  drawing  the  mean  of  the  private  lease  rate  closer  to  the 
mean  of  the  Federal  lease  rate. 

Subtile  A  includes  those  leases  with  transactions  that  were  considered  being  based 
•on  "other  than  Fair  Market  Value".  They  were  deleted  from  consideration  for  this  reason 
but  who  is  to  consider  "other  than  Fair  Market  Value"  (Gray,  1986).  This  adds  another 
confounding  factor.    Subfile  B  leases  that  were  paid  in  alternative  methods,  were  also 


deleted.  This  "alternative  method"  should  have  been  convened  into  monetary  value  and 
included.  Subfile  E,  those  leases  that  were  considered  "take  in  "  leases,  was  also  excluded 
from  consideration  in  the  final  analysis.  It  should  have  been  included  after  services, 
facilities,  and  improvements  were  valued  and  subtracted  to  determine  the  value  of  the 

forage. 

Clipping,  removing  the  top  and  bottom  15  percent  of  the  data,  is  not  acceptable  in 
statistical  or  in  economic  theory.  Ranching  in  the  western  United  States  is  heterogeneous, 
clipping  distorts  the  data  even  more.  The  true  variation  in  the  ranching  industry  is  not 
represented.  The  /-test,  which  was  used  for  statistical  analysis,  assumes  normality,  clipping 
assumes  the  data  is  not  normally  distributed.  It  was  also  stated  that  the  data  show  strong 
correlation  among  the  lease  variables,  but  this  is  not  presented  or  discussed  further. 

The  variability  in  grazing  fees  charged  on  private  rangelands  was  brushed  off  as 
"obviously  erroneous  or  misstated".  The  factors  responsible;  "cost  of  services"  by  the  lessors, 
were  excluded  from  consideration  in  pricing  leases,  yet  they  are  critical  in  explaining 
variations  in  grazing  fees  on  private  lands.  Services  and  facilities  are  a  major  reason  grazing 
fees  on  private  rangeland  are  higher.  Landlord  services  and  facilities  contribute 
approximately  30  percent  of  the  market  rental  rate  (MRR)  (Fowler,  et  al.,  1985).  These 
services  and  facilities  are  not  provided  on  federal  lands  grazing.  Failure  to  include  service 
and  facilities  prohibits  a  direct  comparison  to  private  land  grazing  fees.  Services  include 
but  are  not  limited  to;  direct  "caretaking  of  the  livestock",  doctoring,  supplemental  feeding, 
salting,  rotating  livestock,  and  repairs  to  improvements.  Facilities  include  use  of 
headquarters,  corrals,  traps  and  other  ranch  operational  improvements. 


The  ability  of  the  appraisal  team  to  adequately  analyze  the  data  collected  was  a 
major  limitation  of  this  study.  That,  coupled  with  the  lack  of  available  information 
concerning  the  value  of  services  and  facilities  provided  by  lessors,  greatly  detract  from  the 
validity  of  this  study.  The  analysis  did  not  distinguish  the  forage  vaJue  separately  from  other 
goods  and  services  provided  in  the  private  leases;  therefore  a  valuation  of  solely  forage, 
which  is  all  that  is  transferred  in  a  federal  permit,  was  not  possible. 

An  independent  appraisal  team  did  review  the  report.  However,  this  team  did  not 
gather  any  new  data,  thus  they  were  constrained  by  the  inadequate  information  previously 
collected.  A  letter  verifying  that  the  information  collected  on  the  original  questionnaires 
was  correct,  was  sent  out  to  868  parties.  Five  hundred  and  sixty-eight  out  of  the  eight 
hundred  and  sixty-eight  did  not  respond.  No  Response  was  interpreted  as  meaning  that  the 
original  information  collected  was  correct.  This  information  is  highly  misleading  and  does 
not  follow  established  statistical  sampling  procedure. 

Federal  grazing  permit  holders  have  a  different  division  of  fixed  and  variable  costs 
than  the  private  land  lessees  or  owner  operators.  Final  estimates  of  the  appraised  rental 
value  of  public  land  grazing  were  based  on  private  land  lease  rates  for  a  given  area  adjusted 
downward  five  percent.  According  to  the  report  the  adjustment  reflects  the  impact  of  the 
terms  and  conditions  associated  with  a  federal  grazing  permit  and  privileges  as  compared 
to  typical  private  land  lease  terms  and  conditions.  The  five  percent  adjustment  is 
insufficient  to  account  for  services  and  facilities  not  included  in  the  federal  lease  let  alone 
offsetting  favorable  lease  terms  and  lease  conditions,  which  change  the  entire  situation  for 
public  lessees  compared  to  private.   The  specific  costs  incurred  by  permittee  were  never 
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obtained.  The  grazing  fee  only  represents  15-20  percent  of  the  total  costs  to  ranchers  on 
public  grazing  permits.  Non-fee  costs,  which  were  not  addressed  for  federal  land,  are  four 
to  five  times  higher  than  the  grazing  fee  (Obenniller  and  Lambert,  1984). 

Average  total  cost  per  AUM  on  leased  land  after  considering  such  expenses  as 
turnout  costs,  gathering/takeoff,  routine  management,  maintenance,  salting,  feeding,  and 
veterinary  services,  meetings,  death  loss,  fees  and  rents,  and  other  expenses  were 
comparable  or  higher  on  public  leases  than  on  private  leases  in  Oregon  and  Idaho  during 
1982.  In  Nevada  during  1983,  the  average  total  cost  per  AUM  for  permittees  came  to 
$1039;  Wyoming,  during  1983,  had  total  labor  costs  per  AUM  vary  from  $13.55  on  Thunder 
Basin  National  Grassland  to  $14.67  on  other  federal  and  state  leases.  Average  total  costs 
were  only  $7.54  for  grazing  livestock  on  deeded  land  during  this  same  period  in  Wyoming. 
Average  total  costs  per  AUM  for  permittees  grazing  livestock  on  North  Dakota  National 
Grasslands  during  1983  varied  from  $14.78  on  McKenzie  Grazing  Association  to  $10.89  on 
Medora  Grazing  Association.  During  1983,  the  average  total  costs  per  AUM  experienced 
by  South  Dakota  permittees  grazing  livestock  on  national  grasslands  varied  from  $9.75  on 
Grand  River  Cooperative  Grazing  District  to  $1038  on  White  River  Cooperative  Grazing 
District.  The  average  total  cost  per  AUM  for  grazing  livestock  on  National  Forest 
allotments  in  South  Dakota  in  1983  varied  from  $20.94  to  $17.40.  Variations  in  the 
cost/AUM  resulted  from  differences  in  the  size  of  the  permit  or  lease,  number  of  animals 
in  the  allotment,  length  of  grazing  season,  distance  of  the  allotment  from  the  ranch 
headquarters,  distance  from  the  last  pasture  on  allotment  in  which  the  livestock  were  grazed, 
existence  of  mining  or  geological  survey  work  in  the  allotment,  and  class  of  livestock  on  the 
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allotment  (Obermiller  and  Lambert,  1984).  Non-fee  costs  incurred  are  far  from  "erroneous". 
But  these  costs  incurred  by  permittee  were  never  obtained  in  the  appraisal  report.  PRIA 
(1978),  Section  6,  states  that  "fees  should  be  based  on  the  economic  value  of  the  use  to  the 
user"  (i.e.  value  in  use),  not  the  fair  market  rental  value  of  forage;  therefore,  non-fee 
production  costs  incurred  by  the  lessee  are  critical. 
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LEVEL  OF  DEPENDENCY  OF  BEEF  CATTLE  1990 
Dr.  John  M.  Fowler  and  Jerry  Hawkes 

Federal  land  contributes  to  9.0  percent  of  the  nation's  beef  supply.  The  interpretation  is 
that  9.0  percent  of  the  nation's  beef  supply  spends  a  portion  of  its  life  on  federal  land  (BLM 
Public  Land  Statistics.  USFS  Grazing  Statistical  Summary,  and  USDA  Cattle  Industry).  This 
number  has  been  derived  by:   Summing  the  cattle  grazing  the  BLM  and  USFS  administered 
lands.  This  number  of  beef  cattle  is  then  divided  by  the  nation's  total  beef  cattle  inventory 
(Economic  Research  Service  Budget,  1984;  BLM  Public  Land  Statistics,  1990;  USFS  Grazing 
Statistical  Summary.  1990;  and  USDA  Cattle  Inventory  Reports,  1990)  to  arrive  at  the  9.0 
percent  figure  (Table  1). 

The  federal  dependency  levels  indicated  prior  to  this  study  were  estimated  to  be  two 
percent  (Waste  of  the  West.  L.  Jacobs).  This  percentage  is  artificially  low,  which  may  be 
accredited  to  the  methodology  used.  The  method  of  dividing  the  number  of  federal  AUMs  by  12 
and  then  dividing  by  the  national  cattle  inventory  has  a  serious  flaw.  The  western  rangelands 
are  typically  grazed  seasonally;  therefore,  the  practice  of  dividing  federal  AUM's  by  12  months 
deflates  the  actual  numbers  of  cattle  dependent  on  federal  land  for  a  portion  of  their  forage 
requirements. 

The  level  of  dependency  varies  drastically  by  state  and  by  region  within  the  nation  (table 
1).  Nevada  has  over  80  percent  of  its  beef  deriving  a  portion  of  its  forage  from  federal  land, 
whereas  Washington  only  has  6  percent  dependency  on  federal  forage.  The  eleven  western 
states  have  2.8  million  beef  cattle  spending  some  portion  of  their  lives  on  federal  lands;  this 
constitutes  42  percent  of  the  6.7  million  total  beef  cattle  in  the  1 1  western  states. 


Calves  that  are  produced  on  the  federal  lands  make  a  significant  contribution  to  the 
local,  state,  and  federal  economies.  There  are  2. 16  million  calves  produced  on  federal  lands. 

These  calves  weigh  971.8    million  pounds  resulting  in  923.2  million  dollars  of  gross  income  to 

the  federal  land  ranchers.  This  923.2  million  dollars  Is  then  distributed  throughout  the  local 

and  state  economies  directly  and  indirectly  (USDA  Agricultural  Prices,  1990).   By  using  the 

2  3 

multiplier  effect,  the  923.2    million  dollars  is  estimated  to  become  1.52    billion  dollars 

available  to  the  local  and  state  economies  annually  stricUy  from  calf  sales  produced  on  federal 

land  (Economic  Multipliers,  M.K.  Beutler,  1992).  The  economic  contribution  that  is  made  by 

the  federal  land  rancher  to  the  respective  economies  provides  a  significant  and  sustainable 

base. 


1.  The  number  of  pounds  produced  is  determined  by  multiplying  the  number  of  calves  by  the 
average  weaning  weight  of  450  lbs.  for  these  calves  utilizing  federal  rangelands. 

2.  The  923.2  million  dollars  produced  by  these  calves  is  determined  by  multiplying  the 
number  of  pounds  by  a  national  average  of  $.95  per  pound. 

3.  The  1.52  billion  dollars  produced  by  the  beef  cattle  industry  for  the  total  economies  is 
determined  by  multiplying  the  923.2  million  dollars  by  1.65  equaling  1.52  billion  dollars. 


Table  1. 


LEVEL  OF  DEPENDENCY  OF  BEEF  CA  TTLE,  1990 


STATE 


BLM' 
NUMBERS 


USPS" 

NUMBERS 


TOTAL 

FEDERAL 


BEEF  IN' 
STATE 


PERCENTAGE 
FEDERAL 


AZ 

JCA 

!co 

ID 

MT 

NE 

NV 

NM 

ND 

OR 

SD 

UT 

WA 

WY 

TOTALS  14  STATES 
TOTALS  11  STATES 


NATIONAL  INVENTORY 


42,756 

131.351 

174.107 

259.000 

6 -.22% 

33.704 

285.201 

318.905 

955.000 

33.39% 

85.628 

173,767 

259.395 

774,000 

33.51% 

169.406 

97.08S 

266.494 

530.000 

50.28% 

291.072 

117,768 

408.840 

1.368.000 

29.89% 

132 

20,337 

20.469 

1.755.000 

1.17% 

206.072 

46.644 

242,716 

290.000 

83.70% 

125.457 

80.934 

206,391 

610.000 

33.83% 

1.606 

43.476 

45,082 

912.000 

4.94% 

171.522 

97,710 

269.232 

592.000 

45.48% 

12,308 

70,577 

82,885 

1.505.000 

5.5.1%) 

88.578 

93.660 

182,238 

333.000 

54.73%| 

4,404 

19,215 

23.619 

379.000 

6.23% 

326,651 

112.533 

439.184 

650,000 

67.57% 

1,627,987 

1.390.261 

3,018.248 

10.912.000 

27.66% 

1.613.941 

1.255.871 

2,869.812 

6.740,000 

42.58% 

3,018.248      33.705.000 


Sourees. 

1   B.L.M.  Public  Land  Statistics  1990 

J  U.S.F.S.  Orazing  Statistical  Summary  1990 

1   U.S.D.A.  Cattle  Inventory  Report*  1990 


8.95% 


Footnote: 

The  A.U.M.  and  beef  number*  for  N.D..  S.D.,  N  E.  for  the  B.L.M.  are  developed  uaing  historical 
preference  data. 


competitive  bid  for  public  forage: 
McGregor  range  example 

Dr.  John  M.  Fowler 

•  Federal  forage  has  historically  been  regulated  for  price  and  for  the  number  of  animal 
unit  months  (AUMs)  that  can  be  carried.  Detennining  an  efficient  price  is  difficult  without 
a  market  place  to  allow  buyers  and  sellers  to  negotiate  a  market  clearing  price  for  federal 
forage.  Historically  private  land  lease  rates  have  been  studied  to  help  determine  a  "fair- 
price  both  to  the  user  and  to  the  basic  range  resource.  The  private  market  was  studied 
extensively  in  a  1966  survey  and  again,  with  a  mass  appraisal  method  in  the  1986  report 
entitled  "Grazing  Fee  Review  and  Evaluation". 

The  process  of  examining  private  lease  transactions  and  using  the  prices  as  an 
approximate  rate  for  federal  rangeland  has  merit  if,  and  only  if,  the  quality  of  forage  and 
conditions  for  harvesting  are  directly  comparable.  Two  major  considerations  are  critical: 
first,  recognizing  the  bundle  of  goods  and  services  or  conditions  of  the  private  lease  and 
second,  including  only  that  portion  of  the  total  transaction  price  that  accurately  reflects  the 
same  bundle  of  goods  and  services  that  are  obtained  from  the  federal  term  permit.  Private 
services  may  include  but  are  not  limited  to;  direct  caretaking  of  the  livestock,  doctoring, 
supplemental  feeding,  salting-rotating  livestock,  and  repairs  to  improvements.  Private 
facilities  may  include  use  of  headquarters,  corrals,  traps  and  other  ranch  operational 
improvements.  Neither  of  which  are  provided  with  the  federal  grazing  permit. 

Direct  valuation  of  services  and  facilities  by  Gray  et  al.  (1980);  Fowle;  et  al.  (1985); 
and  Torell  et  al.  (1989)  has  indicated  that  the  value  of  services  and  facilities  is 
approximately  30  percent  of  the  total  transaction  price  in  New  Mexico.  These  approaches 


did  not  adjust  for  quality  or  multiple-use  management  objectives.  What  is  necessary  to 
minimize  adjustments  would  be  large-scale  competitive  leases  for  federal  forage.  This  type 
of  grazing  scenario  occures  at  the  unique  setting  known  as  McGregor  Range.1  The 
McGregor  Range  in  New  Mexico  is  owned  by  the  Department  of  the  Army  and  is 
administered  by  the  Bureau  of  Land  Management  (BLM).  McGregor  is  the  only  area  of 
significant  size  (271,000  acres  leased)  where  federal  forage  is  auctioned  off  by  competitive 
bidding,  with  a  $4.00  per  AUM  minimum  bid.  The  weighted  average  bids  for  the  1991  and 
1992  grazing  seasons  were  S4.73  and  S4.20  per  AUM  respectfully. 

On  the  McGregor  Range  certain  services  are  provided  by  a  full-time  BLM  range 

crew  which  are  not  provided  in  the  standard  federal  grazing  permit.     The  BLM  is 

responsible  for  water,  fence,  maintenance,  and  dependent  depreciation  at  a  cost  of 

S3.93/AUM2.   Permittees  bear  these  responsibilities  on  typical  federal  lands.   The  value 

of  these  services  to  the  rancher  was  not  the  inefficient  cost  of  the  BLM  range  crew,  but 

rather  the  cost  of  the  rancher  providing  the  services  for  himself.  The  mean  value  of  these 

services  was  determined  from  the  weighted  average  costs  of  the  federal  permittee  and 

private  operator  providing  the  same  services  and  facilities,  and  denoted  as  subscripts  a.  and 

J2  in  table  1.    The  average  cost  of  these  services  and  facilities  per  AUM  for  federal 

permittees  was  S2.22  in  1990  and  the  private  operators  cost  for  the  same  time  period  was 

S1.77/AUM  (see  table  9).   A  mean  of  $1.99  represents  an  average  value  to  the  livestock 


^ort  Mead  and  Fort  Robinson  also  have  competitive  bidding  for 
leasing,  however,  both  areas  lease  a  relatively  small  number  of 
AUWs. 

2The  BLM's  cost  of  providing  these  services  was  $3.93 
(Gallacher,  1991) .  However,  this  was  an  atypical  year  with  greater 
than  average  expenses  and  extensive  water  haul  requirements 
eventually  resulting  in  the  closure  of  three  allotments. 


producer  for  these  provided  services. 

Subtracting  the  $1.99  value  of  services  not  supplied  to  normal  federal  rangelands 
.elds  a  competitive  bid  forage  price  of  S2.74/AUM  and  S2.21/AUM  for  1991  and  1992. 
Even  the  $2.74  and  $2.21  fees  are  an  upper  limit  for  federal  AUM's  in  that  no  value  is 
attributed  to  rancher's  historic  and  continued  levels  of  investment  in  purchasing  the  permit 
«iih  associated  capital  improvements.  Research  shows  that  over  80  percent  of  all  ranches 
hav  e  purchased  the  permit  since  the  adjudication  of  the  1934  Taylor  Grazing  Act  (Nielson 
and  Workman,  1971  and  Torell  et  al.,  1991). 

Additional  reasons  that  the  figures  of  $2.74  and  $2.21  are  upper  limits  are:  the  quality 
of  the  McGregor  Range  forage  is  higher  than  that  of  typical  federal  lands,  and  the 
McGregor  Range  is  not  managed  for  multiple-use.  The  McGregor  Range  is  not  open  to 
the  public,  therefore  lacks  the  related  operational  difficulties  of  most  other  federal  lands. 
The  fee  level  of  $2.74  and  $2.21  should  function  as  an  upper  limit  for  federal  forage  for 
1991  and  1992. 


Table  1 .        Comparison  of  total  costs  of  grazJng  McGregor  Range  to  the  total  costs  of 
Federal  land  and  private  lease,  1990. 


McGregor 

RANGE 

FEDERAL* 

PRIVATE* 

Item 

Cost  S/AUM 

Item 

Cost  S/AUM 

Cost  S/AUM 

Lost  animals 

0.80 

Lost  animals 

1.82 

1.12 

Association  fee 

0.09 

Association  fee 

0.27 

0 

Veterinary 

0.48 

Veterinary 

0.45 

0.53 

Shipping  & 
herding 

1.94 

Moving  livestock 

1.11 

1.16 

Herding 

1.86 

0.77 

Salting  &  feeding 

3.67 

SaJting  &  feeding 

2.32 

3.09 

Travel 

2.53 

Travel 

1.49 

1.19 

Water 

8LM 

Water 

0.27* 

0.206 

Fence 

maintenance 

BLM 

Fence 

maintenance 

0.89* 

0.92" 

Horse  cost 

0.56 

Horse  cost 

0.50 

0.31 

Water 
maintenance 

BLM 

Water 
maintenance 

0.69* 

0.55b 

Development 
depreciation 

BLM 

Development 
depreciation 

0,3f 

Z*Z22 

.  0.1Q6 

2»1.77           X=1.99 

Other  cost 

1.15 

Other  cost 

0.44 

0.47 

Total  Non-fee 
costs 

11.22 

Total  Non-fee 
costs 

12.48 

10.41 

Competitive  bid 

5.21 

Competitive  bid 

1.81 

4.35 

0.00 

PERMIT  COST: 

3.25* 

0.00 

TOTAL  COST 

16.43 

17.54 

14.79 

•Source:            Nlel 
corr 
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The  Value  of  Public  Land  Grazing  Permits 
and  the  Grazing  Fee  Dilemma 

L.  Allen  Torell,  E.  Tom  Bardett  and  Frederick  W.  Obei-miller* 

Abstract  Western  ranchers  are  currendy  paying  fair  market  value  for  grazing  on  public  lands 
through  the  grazing  fee,  higher  non-fee  grazing  costs,  and  investments  to  buy  range  improve- 
ments and  the  grazing  permit.  Past  grazing  fee  policies  have  contributed  to  the  significant 
value  of  grazing  permits  and  current  ranchers  have  paid  this  cost  Recognition  or  lack  of 
recognition  of  permit  cost  when  setting  grazing  fee  policy  lies  at  the  heart  of  the  controversy. 


A  change  in  policy  can  enhance  or  di- 
minish the  value  of  capital  assets.  Some 
entrepreneurs  have  prospered  while  others 
have  lost  substantial  amounts  when  rules 
and  regulations  changed.  The  chance  that 
policy  might  change  is  always  a  risk,  but 
legal  entitlement  when  public  policy  does 
change  is  not  dear. 

This  uncertainty  will  be  clarified  some- 
what when  the  VS.  Supreme  Court  hears 
the  case  of  Lucas  v.  South  Carolina  Coastal 
Council.  This  legal  dispute  involves  the 
entidement  of  compensation  when  new 
environmental  regulations  prohibited  a 
landowner  from  building  on  a  beach  front 
area.  The  case  is  seen  as  pivotal  in  the 
conflict  between  those  pushing  for  tighter 
environmental  control  and  regulation  and 
those  who  want  to  strengthen  and  reassert 
private  property  rights  (Linden  1992). 

Resolution  of  die  South  Carolina  case  is 
expected  to  help  determine  the  enridements 
of  those  using  public  lands,  even  though 
public  lands  belong  to  the  taxpayers,  not  the 
users.  For  example,  are  public  land  users 
entided  to  compensation  if  traditional  pro- 
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ductive  uses  of  these  lands  are  eliminated  to 
protect  riparian  habitat  and  endangered 
species,  or  to  make  room  for  an  expanding 
wildlife  population?  Are  ranchers  entitled  to 
compensation  if  higher  grazing  fees  erode 
the  value  of  their  public  land  grazing  per- 
mits? These  questions  have  yet  to  be  an- 
swered either  by  Congress  or  by  the  courts. 

The  public  land  conflict  will  ultimately 
be  resolved  through  political  and  legal  pro- 
cesses. However,  documentation  of  the  value 
(cost)  of  public  land  grazing  permits,  and 
the  potential  change  in  that  value  as  public 
land  policy  is  altered,  is  an  economic  ques- 
tion that  can  be  answered  withoutjudgment 
as  to  legal  entidements. 

In  this  paper,  we  estimate  the  value  of  - 
public  land  grazing  permits  and  demon- 
strate the  linkage  between  permit  value  and 
grazing  fees,  using  an  illustrative  case  study. 
A  substantial  change  in  grazing  fee  policy  on 
New  Mexico  State  trust  lands  during  1988 
(NMSLO  1988)  provided  a  clear  indication 
of  what  might  happen  to  the  value  of  feder- 
al land  grazing  permits  if  grazing  fees  are 
substantially  increased.  This  example  is 
highlighted,  and  an  estimate  is  made  of  the 
decrease  in  permit  value  that  may  occur  if 
the  fees  paid  to  graze  public  lands  are  sub- 
stantially increased. 
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permits  value,  but  rather,  public  lands  add 
to  the  resource  base  of  western  ranches, 
meeting  seasonal  forage  demands  and  mak- 
ing the  ranch  an  economic  unit.  Yet,  it  is 
not  why  grazing  permits  have  value  that  is 
important.  Rather,  it  is  the  fact  that  grazing 
permits  do  have  value  and  the  legal  recog- 
nition or  lack  of  recognition  of  this  value  in 
setting  grazing  fee  policy  that  lies  at  the 
heart  of  the  grazing  fee  controversy. 

Grazing  Permit  Values 

It  is  well  established  that  public  land 
grazing  permits  have  value.  Numerous  stud- 
ies, including  Collins  (1983),  Fowler  and 
Gray  (1981),  Martin  and  Jefferies  (1966), 
Torell  and  Fowler  (1986)  and  Torell  and 
Doll  (1991)  have  documented  that  public 
land  grazing  permits  contribute  to  the  value 
of  public  land  ranches. 

Estimates  of  permit  value  have  been 
made  at  various  points  in  time  for  the  west- 
ern sates.  Table  1  gives  1983  estimates  of 
value  presented  for  each  of  the  western 
states  in  a  grazing  fee  review  and  evaluation 
report  presented  to  Congress  in  1986 
(USDA/USDI  1986,  p.  50).  Estimated  values 
are  highest  in  Arizona  and  New  Mexico 
where  yearlong  grazing  is  common,  and  in 
Nebraska  where  rangeland  is  relatively 
productive  and  public  land  holdings  are 
minimal. 

Only  in  New  Mexico,  where  periodic 
studies  have  been  conducted  to  estimate 
ranch  values  and  grazing  permit  values,  is 
the  historical  trend  in  grazing  permit  value 
documented.  These  estimates  were  summa- 
rized by  Torell  and  Doll  (1991)  in  a  study  to 
determine  how  changing  public  land  policy 
has  influenced  permit  values,  and  are  repro- 
duced here  as  Figure  1. 

The  value  of  public  land  grazing  permits 
followed  the  general  trend  of  ranch  values, 
peaking  in  value  during  1982  and  declining 
sharply  after  this.  Recent  New  Mexico  ranch 
sales  indicate  permit  values  during  1991 


were  at  about  the  same  $40  to  $60/AUM 
level  estimated  during  1988-89.  Similarly, 
USDA  estimates  little  recent  change  in  farm 
and  ranch  values  in  other  western  states 
(USDA-ERS  1991). 

What  Will  Happen  If  Grazing  Fees  Go 
Up? 

Recent  increases  in  grazing  fees  on  New 
Mexico  state  trust  lands  provides  a  clear 
indication  of  what  will  happen  to  the  value 
of  public  land  grazing  permits  if  grazing 
fees  are  substantially  increased.  Controversy 
about  New  Mexico  state  land  grazing  fees 
started  in  the  early  1980s  when  the  New 
Mexico  State  Land  Office  (NMSLO)  pro- 
posed to  increase  grazing  fees  from 
J1.60/AUM  to  $2.67/AUM.  This  proposal 
was  challenged  in  court  and  not  implement- 
ed (Perez  et  al.  vs.  Baca,  State  Land  ComTnis- 
sioner,  SF  85-1000). 

Under  a  new  administration  elected  in 
1986,  grazing  fees  increased  to  J1.87/AUM 
in  1987.  NMSLO  then  funded  studies  to 
investigate  the  feasibility  of  adding  an  annu- 
al adjustment  factor  to  the  fee  calculation, 
similar  to  that  used  in  the  federal  PRIA  fee 
formula.  A  new  fee  formula  was  implement- 
ed with  the  1988  fee  year.  This  formula 
included  an  annual  adjustment  factor  that 
uses  the  PRIA  indices  of  the  forage  value 
index  (FVI),  prices  paid  index  (PPI)  and 
beef  catde  price  index  (BCPI)  to  adjust  the 
annual  charge  rate.  Most  important,  the 
base  fee  increased  substantially  and  a  dear 
message  was  sent  to  state  land  ranchers  that 
the  NMSLO  planned  to  fulfill  fiduciary 
responsibilities  to  maximize  state  land  reve- 
nue. NMSLO  grazing  fees  increased  to 
12.35/AUM  in  1988,  $3.13/AUM  in  1989, 
IS.16/AUM  in  1990  and  to  J3.46/AUM  in 
1991. 

The  increased  grazing  fees  caused  a  sub- 
stantial decrease  in  the  value  of  state  land 
grazing  permit  values,  just  as  the  cost  capi- 
talization  model  of  permit  value  said  it 


Grazing  Fees  and  Grazing  Permit  Values 

Settlement  was  encouraged  in  the  late 
1800s  by  various  acts  such  as  the  Homestead 
Act  of  1862.  In  the  West,  where  the  produc- 
tivity of  the  land  was  less,  national  policy 
never  provided  enough  land  for  economical 
livestock  enterprises.  However,  people  did 
homestead  more  productive  land  and  land 
with  permanent  water  sources.  Ranch  head- 
quarters, crops  and  hay  fields  were  estab- 
lished on  homestead  lands  and  forage  from 
unadministered  public  and  state  trust  lands 
provided  the  forage  balance  needed  for 
viable  ranch  units.  Later,  when  ranches  sold 
or  were  passed  on  to  heirs,  they  did  not 
consist  of  only  privately-owned  deeded 
acres;  ranch  units  included  the  capacity  of 
all  lands  grazed  by  livestock.  New  owners 
paid  for  the  entire  ranch,  whether  the 
productive  resources  were  on  private  or 
public  lands.  The  cost  of  grazing  unadminis- 
tered lands  was  part  of  the  capitalized  ranch 
value  and,  as  such,  was  paid  for  as  a  long- 
term  investment  A  market  was  established 
for  what  was  to  become  federal  grazing  per- 
mits. 

Grazing  fees  were  introduced  by  the 
US.  Forest  Service  (USFS)  in  1906  and  by 
the  Grazing  Service  [predecessor  to  the  Bu- 
reau of  Land  Management  (BLM)]  in  1936. 
This  change  in  policy,  and  subsequent 
regulations,  partially  converted  the  cost  of 
leasing  federal  forage  from  a  long-term 
ranch  investment  cost  to  an  annual  variable 
cost  As  fees  increased  over  time,  either 
through  administrative  action  or  legislation, 
the  cost  structure  to  permittees  changed. 
More  of  the  value  from  public  land  grazing 
has  been  captured  in  the  annual  fee  and  leu 
of  it  reflected  in  the  capitalized  investmert 
in  the  ranch1. 

The  negative  relationship  between  graz- 
ing fees  and  the  investment  value  of  grazing 
permits  formed  the  basis  of  a  theoretical 
economic  model  explaining  permit  value 
presented  by  Roberts  (1963).   Using  the 


traditional  production  economic  model  of 
optimal  input  use,  Roberts  (1963)  showed 
that  any  difference  between  the  value  of 
public  land  forage  (marginal  value  product) 
and  the  fee  and  non-fee  costs  of  grazing 
public  lands  (marginal  factor  costs)  should 
theoretically  be  capitalized  into  a  permit 
value.  This  cost  capitalization,  coupled  with 
the  expectation  that  a  reasonable  grazing  fee 
would  continue,  has  contributed  to  the 
market  value  of  public  land  grazing  per- 
mits1. 

The  productive  capacity  of  public  lands 
has  been  enhanced  through  federal  and 
privately  funded  range  improvement  pro- 
grams, and  this  has  also  contributed  to  the 
market  value  of  public  land  ranches.  How- 
ever, the  market  value  of  these  improve- 
ments, whether  on  private  or  public  lands, 
should  also  be  inversely  related  to  grazing 
fees.  As  fees  go  up,  ranch  buyers  cannot 
afford  to  pay  as  much  for  forage  or  for 
range  improvements  that  enhance  range- 
land  production.  Thus  ,  it  would  be  expect- 
ed that  an  increase  in  grazing  fees  would 
decrease  the  incentive  for  private  investment 
in  improvements  located  on  public  range- 
land. 

Public  land  ranchers  contend  it  is  not  a 
capitalized  cost  advantage  that  gives  grazing 

/The  diminished  value  of  public  land  grazing  permits 
with  higher  grazing  fees  has  not  been  widely  observed 
on  an  empirical  basis.  Logical  reasons  for  this  are  that 
past  increases  in  grazing  fees  have  been  minimal  rela- 
tive to  the  total  value  of  public  land  forage  and  because 
ranch  values,  including  public  land  grazing  permit 
values,  appreciated  substantially  until  about  1982.  It  is 
generally  believed  that  during  the  late  1970s  and  early 
1980s  ranch  values  were  higher  than  what  was  justified 
based  on  the  productive  value  of  most  ranches.  Ex- 
pectations of  continued  land  appreciation  contributed 
to  the  upward  movement  of  real  estate  values,  includ- 
ing farm  and  ranch  values. 

'/Establishment  of  a  market  value  because  of  under- 
pricing  is  not  unique  to  grazing  permits.  Similar 
market  values  have  been  observed  for  liquor  licenses, 
permits  for  while  water  rafting,  outfitting  and  guide 
service  licenses,  transportation  permits  (taxis)  and  crop 
commodity  allotments. 


Table  1.  Value  of  public  land  grazing  permits  reported  by  USDA/USDI  (1986). 


State 

BLM/USFS 
AUMs 

Low 

High 

Average 

$/AUM 

Arizona 

1,804,369 

$75 

$300 

$114 

California 

944,597 

35 

92 

53 

Colorado 

1,597,434 

50 

200 

75 

Idaho 

2,747,787 

30 

150 

60 

Kansas1 

120 

Montana 

1,837^35 

47 

133 

76 

Nebraska 

85,334 

120 

150 

140 

Nevada 

2,743,959 

33 

45 

40 

New  Mexico 

2,880,010 

35 

348 

103 

North  Dakota 

261,363 

50 

60 

56 

Oklahoma1 

475 

Oregon 

1,442,014 

56 

60 

56 

South  Dakota1 

95,814 

Utah 

2,425,300 

42 

100 

50 

Washington1 

79,315 

Wyoming 

2,594,592 

45 

75 

49 

TOTAL 

21,539,818 

Weigh  red  Average 

68 

/Not  available  or  limited  observations. 


would.  Torell  and  Doll  (1991)  estimated, 
with  1988-89  conditions,  the  value  of  New 
Mexico  state  land  leases  diminished  relative 
to  federal  grazing  permits  (Figure  1).  Each 
$1/AUM  increase  in  grazing  fees  was  esti- 
mated to  decrease  the  leasehold  value  of  the 
permit  by  about  $30/AUM  (implying  a 
capitalization  rate  of  33%).  A  grazing  fee  of 
about  $3.30/AUM  would  eliminate  the  value 
of  the  grazing  permit  according  to  Torell 
and  Doll  (1989). 

With  the  doubling  of  grazing  fees  be- 
tween 1986  and  1989,  state  land  grazing 


revenues  nearly  doubled,  from  $3.3  million 
in  1987  to  $6.5  million  in  1989  and  1990. 
Few  if  any  ranchers  stopped  leasing  state 
lands  because  of  the  higher  fees  (personal 
communication,  Dwain  Glidewell,  NMSLO, 
1991).  But,  the  value  of  the  state  land  leases 
held  by  ranchers  was  significandy  decreased. 
The  value  of  western  ranches,  both 
deeded  and  public  land  ranches,  decreased 
sharply  during  the  1980s  after  peaking  in 
value  during  19825.  Torell  and  Doll  (1991) 
estimate  the  marginal  contribution  of  state 
land  AUMs  to  the  value  of  New  Mexico 
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Figure  1.  Trend  of  permit  values  in  New  Mexico  ,  $/AUM,  1966-89. 

ranches  peaked  at  $174/AUM  in  1982.  This 
value  fell  to  only  $29/AUM  by  1988,  with 
approximately  $50/AUM  of  this  value  de- 
cline attributed  to  the  higher  grazing  fees 
paid  on  state  lands.  Another  important 
factor  was  the  realization  that  higher  graz- 
ing fees  were  going  to  continue. 

With  the  increase  in  grazing  fees  from 
S1.60/AUM  in  1986  to  $3.16/AUM  in  1990, 
the  annual  transfer  of  wealth  from  ranchers 
to  NMSLO  trust  beneficiaries  was  about 
$3.1  million  for  the  total  2  million  AUMs 


S/It  is  generally  believed  that  the  decline  in  farm  and 
ranch  values  was  a  necessary  realignment  after  the  up- 
ward movement  of  land  values  during  the  1970s.  Be- 
cause of  continued  anticipation  of  real  growth  in  land 
values,  these  values  were  inflated  relative  to  the  pro- 
ductive potential  of  most  western  ranches. 


leased  by  the  land  office.  The  capitalized 
value  of  this  transfer  of  wealth  in  future 
years  is  more  than  $94  million. 

The  educational  institutions  that  receive 
income  from  the  NMSLO  as  trust  beneficia- 
ries obviously  gained  with  higher  grazing 
fees.  Ranchers  lost  with  the  change  in  poli- 
cy. Annual  ranch  production  costs  were  in- 
creased, but  just  as  important,  the  value  of 
ranches  was  substantially  diminished.  Lend- 
ers have  reassessed  the  amount  of  money 
they  will  loan  against  diminished  equity 
positions,  and  the  value  of  many  New  Mexi- 
co ranches  is  now  below  what  many  ranch 
owners    originally    paid    for    the    ranch. 

Implications  for  Public  Land  Grazing  Fees 

Those  pushing  for  higher  grazing  fees 
often  cite  the  existence  of  permit  value  as 


obvious  proof  that  grazing  fees  are  not  high 
enough  and  that  they  should  be  substantial- 
ly increased.  Yet,  this  is  one  of  those  cases 
where  what  seems  obvious  is  not  necessarily 
true  when  all  the  facts  are  known.  The  di- 
lemma is,  to  acquire  the  privilege  to  graze 
on  public  lands,  85  to  90%  of  the  current 
holders  of  public  land  grazing  permits  have 
had  to  buy  the  permits)  they  now  hold 
(Nielsen  and  Workman  1971,  Torell  et  al. 
1988).  Permit  cost  is  a  significant  and  real 
cost  for  those  grazing  public  rangelands. 

Public  land  ranchers  are  paying  fair 
market  value  for  forage  through  grazing 
fees,  non-fee  grazing  costs  and  investments 
to  buy  public  land  grazing  permits.  If  graz- 
ing fees  are  increased  to  levels  comparable 
to  private  land  lease  rates,  as  proposed  by 
recent  Congressional  legislation,  the  total 
cost  current  ranchers  will  be  forced  to  pay 
will  exceed  the  market  value  of  the  forage. 
With  higher  grazing  fees,  permit  values  will 
be  eroded,  with  substantial  wealth  trans- 
ferred from  the  private  sector  (ranchers)  to 
the  public  sector  (federal  land  agencies). 
Obviously,  the  fairness  of  *his  transfer  of 
wealth  is  of  key  concern.  Other  equity  issues 
include  the  perceptions  that  1)  the  federal 
government  is  not  currently  collecting  full 


market  value  for  grazing  on  public  lands 
and  2)  public  land  ranchers  are  not  credited 
for  the  investments  and  improvements  they 
have  made  that  benefit  wildlife  and  other 
multiple  use  objectives. 

The  problem  comes  when  the  rules  are 
changed  in  midstream.  Public  land  ranchers 
bought  grazing  permits  with  the  expectation 
that  past  policies  would  continue.  These 
ranchers  stand  to  lose  substantial  wealth  if 
grazing  fees  are  increased.  But,  to  continue 
with  past  policies  means  that  part  of  the 
economic  value  of  public  land  grazing  will 
continue  to  be  allocated  to  ranchers  when 
ranches  are  bought  and  sold.  We  must  wait 
for  Congressional  legislation  and  the  legal 
system  to  decide  which  of  these  alternatives 
will  be  implemented,  and  to  interpret  what 
is  fair.  With  this  decision,  the  beneficiaries 
of  this  important  policy  decision  will  be  de- 
fined and  legal  entitlements  will  be  clarified. 
The  South  Carolina  case  to  be  heard  by 
the  U.S.  Supreme  Court  is  expected  to  be 
an  important  decision  defining  property 
rights  and  legal  entitlements  when  public 
land  policy  changes.  However,  given  the 
past  history  of  the  grazing  fee  controversy  it 
can  be  anticipated  that  this  policy  issue  will 
continue  well  into  the  21st  century. 
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